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REFLECTIONS ON POVERTY WITHIN AGRICULTURE’ 


THEODORE W. SCHULTZ 


University of Chicago 


HERE is room for a lament on the 

state of ideas held and cherished 

with regard to poverty within agri- 
culture. There is the widely held belief of 
farm people, many of whom are well up 
the income ladder, and of their leaders 
that poverty is basically not a concern of 
the public but of the farm family that is 
poor. Thus by-passing the issue, agricul- 
tural policy is left free to concentrate on 
the economic problems of farmers who 
are substantially above the poverty rung. 
The chronic problem of poverty of long 
standing in many parts of agriculture is 
viewed by many as being mainly a pri- 
vate and personal affair of the families 
who are poor and as having no social 
roots or major social implications. There 
is also the belief, now firmly established 
among many industrial-urban people, 
that most farm people are poor most of 
the time. The lament becomes deep and 
mournful when one sees the formation of 
agricul.ural policy proceed as if all farm 


' This paper was prepared for, and presented at, 
the meetings of the American Farm Economics As 
sociation, held at Laramie, Wyoming, August 17-20, 
1949. 


families were poor and when one observes 
the failure of agricultural programs to 
come to grips with the poverty that ac- 
tually exists within American agricul- 
ture. 

Poverty —the state of being in need 
is an acceptable state socially; the poor 
have always been with us (and, of course, 
respectable, for it is not an unknown 
academic state!). It is neglected in re- 
search about agriculture, since thinking 
on this issue is usually not received with 
favor; and it is ill conceived in the for- 
mulation of agricultural policy and mis- 
used in seeking public support for agri- 
cultural programs. Poverty within agri- 
culture is acceptable, for it is looked upon 
as natural. It is natural (1) because poor 
farmers gravitate to poor land, and there 
is much poor land in the United States; 
(2) because many farm people prefer to 
stay poor rather than make adequate ef- 
fort to improve their lot; (3) because in 
farming, although people may be poor in 
dollars, they are nevertheless rich in 
those valuable appurtenances that go 
with being close to nature and with the 
free independent living of farm life; and 
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(4) because the Negro and the Mexican, 
of whom there are many in agriculture, 
are naturally poor. So run the mythology 
and folklore of our day, making poverty 
not only acceptable but necessary. 

The neglect of the study of poverty 
within agriculture is understandable be- 
cause the poor in agriculture are politi- 
cally impotent. Although political influ- 
ence may gradually come to them, such 
influence is still in the distant future; and 
those who administer research are neces- 
sarily sensitive to the immediate political 
repercussions of such research. If they 
were inclined otherwise, they would do 
well to look back and reflect on the fate 
that befell the rural sociologists, on the 
fire that was directed against the Bureau 
of Agricultural Economics, and on the 
frigidity of Congress toward proposals to 
help the poor in agriculture no longer ago 
than the early forties. But this neglect 
runs deeper, for those who do research 
are not prone passively to accept political 
coercion curtailing their freedom of 
thought when they feel strongly on the 
issues at stake. The inference is that they 
do not believe that poverty in agriculture 
is an important social problem. This be- 
lief may exist because, for the most part, 
agricultural research workers have been 
trained in an intellectual climate that 
gives little emphasis to the strong, lib- 
eral, and humanitarian currents that 
have characterized our Western culture; 
because their research problems have not 
brought them into close contact with the 
poor in farming; and, probably most im- 
portant of all, because they have been in- 
clined to accept the prevailing folklore 
about poverty in agriculture. Thus, since 
thinking and ideas must precede social 
action to diminish poverty, it should sur- 
prise no one that the formation of policy 
with regard to poverty is ill conceived 
and misapplied. 


I. PRELIMINARY CONSIDERATIONS 

To analyze the economic aspects of the 
poverty that has gradually become im- 
bedded in agriculture, it is necessary to 
have some conception of economic devel- 
opment. The classical economists had a 
theory of economic growth and progress, 
which, however, as I shall show, does not 
have sufficient generality to deal with the 
type of economic development that has 
come to characterize the history of the 
United States. The task at hand consists 
of three parts. The first entails an at- 
tempt to describe the salient characteris- 
tics of the poverty that has emerged. 
This characterization is presented in the 
form of a series of propositions. Next, 
there is the task of selecting an analytical 
framework sufficiently comprehensive to 
include conditions under which economic 
progress can give rise to increasing dis- 
parity of income. And, finally, there is 
the difficult undertaking of determining 
the conditions that are necessary for in- 
creasing disparity in income to occur. It 
is my belief that the results of this ap- 
proach are meaningful in the formation 
of policies to diminish poverty in Ameri- 
can agriculture. The policy implications, 
however, are left for another occasion. 

In this paper I take the American 
scene as it has developed during the com- 
paratively few decades that have elapsed 
since the settlement of this continent as 
the empirical setting of the problem. | 
neglect, for the most part, the eifects of 
sudden changes in the main economic 
magnitudes of either world war or of the 
great depression. Accordingly, in order to 
make my task manageable, I abstract 
from short-run fluctuations in the basic 
argument. I take poverty to mean being 
too poor to afford the level of living? that 

? The concept of ‘‘level of living” refers to the 
possession of goods, services, and opportunities. It 
consists in what people have, that is, the opportuni- 
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has become generally established and 
that most people can afford. I am not, 
however, concerned with the poverty of 
any particular farm family but, instead, 
with that of an aggregate consisting of all 
the families located in a given commu- 
nity or neighborhood.’ More specifically, 
whenever I refer to “level of living”’ or to 
“income,’’ I mean the average level of 


ties available to them and the goods and services 
that they use and consume. For the distinction be- 
tween “level of living” and “‘standard of living” see 
Carl C. Taylor et al., Rural Life in the United States 
(New York: Alfred A. Knopf, 1949), chap. xvii. 

Margaret Jarman Hagood, of the Bureau of Agri- 
cultural Economics, has made a number of studies 
concentrating on the level of living of farm people. 
Her study, Farm Operator Family Level of Living 
Indexes for Counties of the United States 1940 and 
1945 (May, 1947), is exceedingly instructive. With 
the United States county average for 1945 equal to 
100, one finds that her indexes of the level of living 
for the ten lowest counties in Kentucky range from 
5 to 16, as follows: 


1945 LEVEL OF LIVING 


Index (10 
Lowest Coun 
ties in Ken 
tucky) 


Breathitt 5 
Leslie 6 
Elliott 9 
Knott 12 
Owsley 13 
Magoffin 13 
Clay 14 
Lawrence 1S 
Lee 15 
Knox 10 


Counties 


Her data for the ten highest counties in Iowa 
show indexes ranging from 188 to 196, as follows: 


LIVING 


Index (10 
Highest Coun 
ties in Iowa) 


Ida 188 
Buena Vista 189 
Hamilton 189 
Cherokee 190 
Marsha!! 190 
Wright 19! 
O'Brien 192 
Sac 192 
Benton 194 
Grundy 196 


1945 LEVEL OF 


Counties 


3 Tam inclined to follow fairly closely the idea of a 
community (or neighborhood) as it is set forth in 
Taylor et al., op. cit., chap. iv. For most of the condi 
tions under consideration, the rural neighborhood 
can be used instead of the community. Accordingly, 
I shall use the two terms “neighborhood” and 
“community” as being quite interchangeable. 


living or the per capita income of the 
community. Accordingly, this study does 
not focus upon isolated farm families, no 
matter how poverty-stricken they may 
be, but upon a group of families compris- 
ing a community or neighborhood. Thus 
in any given community one or more 
families may be beset by poverty as com- 
pared to the average level of living of the 
community. This within-community pov- 
erty is not, however, the object of this 
study. The analysis is restricted to be- 
tween-community comparisons. It fol- 
lows, therefore, that not all the families 
in a poor community are necessarily 
equally poor and that some families in 
such a community may be better off than 
are many families located in a compara- 
tively rich community. 

In order to simplify the problem, let 
me treat one of the empirical proposi- 
tions as an assumption at this point. Let 
it be assumed that these communities 
had about the same distribution in 
wealth and natural endowments at the 
time of settlement or at the time that the 
developments associated with the indus- 
trial revolution began to make their im- 
pact. This means that within a commu- 
nity some families had more than aver- 
age talents while others fell below that 
mark; for, even at the outset of settle- 
ment, it is only reasonable to suppose 
that some families were poorer than 
others both in natural endowments and 
in material possessions, including the 
“investment” that had already been 
made in themselves in ways that en- 
hanced their productive capacity. I take 
it to be a rough approximation of the 
facts that the distribution of ‘‘talents”’ 
and “capital’’ within most, if not all, 
communities at the time of settlement or 
at the time that industrialization began 
to make itself felt was probably not sig- 
nificantly different from one community 
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to another. Meanwhile, they have moved 
far apart in income, and therefore, on 
that score, the distributions of families 
have come to differ greatly. Whether, 
however, a similar drift has occurred in 
the case of the endowments of people 
within communities is a disputed point. 
Although the evidence is tenuous, it may 
be held that, whereas there are now poor 
and rich communities in agriculture, they 
are still essentially more alike than they 
are unlike one another, in the distribu- 
tion of natural human endowments.‘ 


Il, SIMPLIFYING EMPIRICAL 
PROPOSITIONS 


The propositions that follow are in- 
tended to direct attention to certain sali- 
ent characteristics of our economic devel- 
opment. They are an attempt to describe 
one of the economic aspects of that de- 
velopment, namely, the differences be- 
tween communities in the rates of growth 


or of progress, expressed in terms of per 
capita income or level of living. To iso- 
late this aspect, it is necessary to sim- 
plify greatly and, in the process, to leave 


‘Dorothy S. Thomas, in reviewing the research 
that has been done on selective migration, finds that 
four conflicting hypotheses have emerged as to the 
direction of this selection and its effects upon rural 
areas 
“1. City migrants are selected from the superior 

elements of the parent population; 

2. Cityward migrants are selected from the inferior 
elements; 

3. Cityward migrants are selected from the ex- 
tremes, i.e., both the superior and the inferior 
elements; and 

4. Cityward migration represents a random selec- 
tion of the parent population.” 


Professor Thomas concludes that there is some 
evidence to support each of these hypotheses. Al 
though the evidence is tenuous, it is nonetheless 
probable that 
negatively, and randomly, at different times, de 


“selection does operate positively, 


pending on a variety of factors that, up to the pres 
ent, have not been adequately investigated” (see 
“Selective Migration,” Milbank Memorial Fund 
Quarterly, XVI, No 4 (October, 1945], 403-7 


aside many other historical facts and is- 
sues. Nor is it my belief that no qualifica- 
tions are required along the way. These 
propositions may be stated as follows: 

1. In general, the differences in per 
capita income and level of living among 
communities were not so great at the 
time when people pioneered new areas or 
at the time industrialization began as 
they have become since then.’ Poverty of 
whole communities did not generally ex- 
ist under pioneering conditions because 
levels of living were in their essentials 
quite similar, although, if we look back, 
people were undoubtedly exceedingly 
poor by present-day standards. 

2. The marked differences in level of 
living that have emerged within agricul- 
ture are not mainly the result of a de- 
terioration on the part of those communi- 
ties in which people are now living under 
conditions of poverty but largely the con- 
sequences of the increases in per capita 
incomes that have been realized by 
people in other communities. This prop- 
osition means that families in some lo- 
calities have been virtually stationary in 
their level of living. Others have ad- 
vanced somewhat in their level of living, 
and still others have shown marked ad- 
vances. The gap between the first and 
third types of community has become 
exceedingly wide, is becoming ever 
wider, and will continue to increase as 


Chester W. Wright, Economic History of the 
United States (New York: McGraw-Hill Book Co., 
1941), discusses the agriculture of the late Colonial 
period in these words: ‘“‘The outstanding feature 
that characterized colonial agriculture was the fact 
that the greater portion of the products raised was 
for the family’s own consumption. This was typically 
the situation except in the regions such as the south 
ern plantations where. rice, indigo] 
For an account of the level of 


[{tobacco, 
dominated” (p. 89 
living about 1770, covering housing, food, clothing, 
and medical care, see pp. 1010-22 

6 A cogent study of this point is that of Mandel 
Sherman and Thomas R. Henry, Hollow Folk (New 
York: Thomas Y. Crowell Co., 


1033/ 
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long as the first type remains stationary 
or advances less rapidly than does the 
third. 

3. These gaps, consisting of differences 
in level of living, are basically conse- 
quences of the way in which the economy 
of the United States has developed and 
not primarily the results of any original 
differences in the cultural values or capa- 
bilities of the people themselves. 

Each of these propositions is meaning- 
ful in the sense that it is possible, by 
making an appeal to empirical experi- 
ence, to determine whether each is a valid 
statement about economic history. Ac- 
tually, the first two are not essential to 
the argument proper; for they merely 
specify a particular set of conditions at 
the beginning of settlement and outline 
the changes that have occurred in the 
relative positions of neighborhoods since 
that time. It is the third of these that is 
central and most important to the argu- 
ment, as may be seen when it is stated as 
follows: The differences in the per capita 
income and the level of living that have 
come to exist emong neighborhoods in 
agriculture are basically the consequen- 
ces of the way in which the economy of 
the United States has developed. The 
principal difficulty that arises in putting 
this statement to the test is largely in 
specifying the components that go to 
make up the way in which the economy 
has developed and in determining their 
effects upon the local fortunes of people. 
Before undertaking this task, however, it 
should be possible to clear away some 
underbrush by calling attention to sev- 
eral fairly obvious implications of this 
formulation of the problem of poverty in 
agriculture. 

If poverty as herein defined is the re- 
sult of economic development, it cannot 


be a consequence of the differences in the 
physical characteristics of land unless it 


can be shown that the differences in land 
per se are a significant factor in that de- 
velopment. It will become evident as I 
proceed that there are strong reasons for 
believing that the differences in land 
suitable for farming, in themselves, have 
not been an important factor in shaping 
the course of our economic development. 
The industrial “Ruhr” of the United 
States developed across the middle states 
to the north not because the farm land of 
the Corn Belt was better than that of the 
Cotton Belt generally, but for quite 
other reasons. The main effect has been 
the other way around, that is, the econ- 
omy, essentially as an independent vari- 
able, has developed in such a way as to 
give some farm land a comparative ad- 
vantage over other land in potential ad- 
justments to economic progress. This 
statement means that people who settled 
on poor land located in or near the main 
stream of economic development have 
benefited from the economic progress 
growing out of that development as much 
as have people situated on highly pro- 
ductive land in or near this stream. On 
the other hand, people who settled on 
good land that was located away from 
the centers of active development, and 
thus at a disadvantage in terms of mak- 
ing the necessary social and economic ad- 
justments, lost ground relative to those 
people who settled on either poor or good 
land located in or near the main stream. 
The term “‘disadvantage”’ in this context 
is not a matter of physical distances and 
therefore cannot be measured in miles. 
It must be expressed in terms of adverse 
effects upon efficiency and capacity of 
the entry and exodus of resources that 
can be transferred, especially of the hu- 
man agent. The milk sheds are a case in 
point that firmly support these remarks 
regarding the role of farm land. The milk 
sheds are the closest of all farm land to 
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the active centers of the main stream of 
economic development because of the 
overwhelming importance of the indus- 
trial-urban sectors in generating eco- 
nomic progress. The differences in the 
physical characteristics of land among 
major milk sheds is exceedingly great, 
some of it consisting of rough, hilly, poor 
land by any standards and some of level, 
highly fertile land. Yet nowhere within a 
milk shed, attached to a major indus- 
trial-urban area, can it be said that there 
exist whole communities of poverty- 
stricken farmers, as is the case in large 
parts of American agriculture located at 
a disadvantage relative to such areas. 
The main import of these remarks on 
land is simply that studies concentrating 
on land may describe the location of pov- 
erty but cannot analyze its underlying 
causes, inasmuch as land is essentially 
passive in the process that has brought 
about the poverty under consideration. 
Another implication of the argument 
set forth above pertains to the drift of 
prices. It may be stated thus: If poverty 
is the result of economic development 
and if this development is not incom- 
patible with changes in the level of par- 
ticular prices, the long-run decline (or 
rise) of a farm-product price is not neces- 
sarily a factor contributing to the pov- 
erty that has come to exist among com- 
munities in agriculture. Product upon 
product may be cited in which, over the 
years, the price has declined relative to 
other prices and the industry producing 
the product has prospered, in that it has 
attracted additional capital and labor 
into its productive effort. On the other 
hand, there are many cases in which a 
decline in price has necessitated less out- 
put, and the adjustment has been made 
without generating poverty. It can, 
therefore, be demonstrated both in the- 
ory and in practice that a decline in price 
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is not incompatible with economic devel- 
opment; in fact, on the contrary, it has 
usually been an essential part of the 
process. This is not to argue that prices 
that fluctuate greatly are as efficient in 
guiding production as are steadier and 
more dependable prices.’ Nor do I wish 
to imply that contraction is necessarily 
easy—certainly not in the short run. An 
appeal may be made to certain obvious 
empirical observations with regard to 
agriculture. Take any major farm prod- 
uct, and, regardless of whether the price 
has declined or risen over the years rela- 
tive to other farm products, there are 
farmers—in fact, whole communities of 
farm families—who are distinctly well- 
to-do and who are mainly dependent for 
their income on that product. The view 
that I am advancing is simply that long- 
run price flexibility has not brought 
about the kind of poverty that is under 
consideration in this paper. It has, of 
course, enhanced greatly the efficiency 
and the size of the national product. 


III. ECONOMIC PROGRESS CAN BRING 
ABOUT INCREASING DISPARITY 
IN INCOME 

Progress that increases income may be 
viewed either in the aggregate or in per 
capita terms. The argument on which 
this paper rests presupposes an economy 
in which both are increasing and in 
which the per capita income in some com- 
munities seems to remain virtually sta- 
tionary while that of others increases, al- 
though the rates of increase may vary. 
To gain perspective, it may be helpful to 
look afresh at the classical conception of 


economic progress. The older economists 


The effects of variations in prices (in terms of 
the economic uncertainty that these impose upon 
farmers) on the production plans of farmers is the 
central subject of my article, “Spot and Future 
Prices as Production Guides,” American Economic 
Review, Papers and Proceedings, XXXIX (May, 
1949), 135-49 
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—Ricardo, Malthus, Mill—conceived of 
“the dynamics of political economy’”* as 
a process in which the aggregate income 
increases under circumstances where per 
capita income tends to remain constant. 
Their analytical apparatus was built 
around the rates of change of two impor- 
tant magnitudes; they were inclined to 
call one of these the “power of produc- 
tion” and the other the “power of popu- 
lation.”* Various rates of increases in 
production were considered, but, under 
their assumption, it did not matter 
whether production moved forward grad- 
ually or took a sudden spurt, since extra 
population soon took up the slack. Their 
theory in its main outlines is simple and 
remains powerful. Whenever conditions 
are such that the growth in population 
absorbs any increase in production to the 
point that per capita incomes tend to re- 
main constant, it necessarily follows that 
the power of production becomes the 
limitational factor not only of the size of 
the population but also of economic prog- 
ress expressed in terms of increases in ag- 
gregate income. The conditions on which 
this classical conception of dynamics 
rests are no longer generally applicable, 
but as a special case they continue to 
apply to much, perhaps even to most, of 
the world. And, where they do apply, a 
great deal of insight can be had by the 
use of this apparatus. 

We need, however, a formulation with 
greater generality; for it is clear that, 
when the concept of economic progress is 
restricted to an increase in aggregate in- 
come with per capita income remaining 
constant, it is conceived altogether too 

* This is John Stuart Mill’s phrase in opening 
Book IV, “Influence of the Progress of Society on 
Production and Distribution,” of his Principles of 
Political Economy 

9 Best expressed in David Ricardo’s The Prin- 
ciples of Political Economy and Taxation (‘‘Every- 
man’s Library” ed.), chap. v. 


narrowly. The following statement is 
proposed: Economic progress consists of 
an increase in aggregate income with 
changes in per capita income unspecified, 
except that no community becomes 
worse off. Actually, the most important 
part of this undertaking is to specify and 
identify the conditions that are neces- 
sary in economic progress, that generate 
disparity in per capita incomes, and that 
perpetuate these inequalities function- 
ally considered, once they have become 
established. 

A few observations on the economic 
developments that have characterized 
the industrial revolution of western Eu- 
rope suggest that there is a close paral- 
lelism between those developments and 
the central propositions underlying the 
main argument of this paper regarding 
poverty in American agriculture. There 
is no firm basis for believing that the 
level of living that existed in most of the 
communities (or neighborhoods) com- 
prising the bulk of the population of 
western Europe prior to the events as- 
sociated with the industria! revolution 
were as different one from another as 
they have become since then."* The level 

*©In Review of Economic Progress, Vol. 1, No. 4 
(April, 1949), Colin Clark presents data that permit 
the following comparisons among countries in terms 
of levels of real national product per man-hour, 


showing the period when they reached a specified 
level (in international units). 


At about 0.30 
France before | Britain before Britain, 1890 (o. 31) 
1800 | 1800(0.14)] U.S.A, 1890( .34) 
Germany be France, 1850 ( .10)} Denmark, 1913 ( . 30) 
fore 1800 Sweden, 1860( .10)| Germany, 1913 ( . 31) 
India by 1860 | Greece, 1880 13)| Nether 
Japan by 1890) Eire, 1880 ( 11) lands, 
China by 1930) Belgium, 1890( .11)| Norway, 
Italy, 1890( .10)| Spain, 
Norway, 1890 14)| Sweden, 
Switzer | France, 
land, 1890 ( .15)| Switzer 
U.S.S.R., 1900( .15)|} land, 
| Estonia, 1913( .11)} Eire, 1920( . 30) 
Hungary, 1013 ( .14)| Belgium, 1930( .33) 
Portugal, 1to13( .11)| Argentina, 1935 ( . 35) 
Japan, 1922( .10)| Finland, 1937 (o. 32) 
} Turkey, 1927 ( .10) 
Ecuador, 1940( .11) 
Brazil, 1946 (0.11) 


1913 (| .29) 
1920( .33) 
1920 ( 31) 
1920( 40) 
1924 .30) 


1925 ( .31) 
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of living of the mass of the people was ob- 
viously very low everywhere compared 
to levels that emerged subsequently, if 
we neglect the courts and a few of the 
trading towns. The levels of living were, 
with few exceptions, low in virtually all 
communities and did not differ nearly so 
much from one community to another as 
they do at present. The way in which the 
economy developed by increasing over- 
all production is noteworthy. The per 
capita income and level of living began to 
rise in the countries experiencing the in- 
creases in production. One should note 
also that, instead of a migration of people 
from other parts of the world toward 
these countries, attracted by the rising 
per capita incomes and levels of living, 
there occurred, in fact, an extraordinary 
migration out of western Europe not 
only to the United States but to Asia and 
to other countries overseas." Was it the 
poor, the people in the communities that 
were being by-passed by the industrial 
revolution, who migrated abroad; and 
did they do so because they found it 
easier to go abroad than to participate in 
the growing fortunes of people generally 
in communities benefiting from economic 
progress? 

This brief reference to the economic 
history of western Europe since about 
1650 suggests that the advances in tech- 
nology and in economic organization 
usually ascribed to the industrial revo- 
lution, gave rise (1) to a much larger ag- 
gregate production; (2) to an increase in 
per capita income and in level of living 

't Dudley Kirk in his book, Europe’s Population 
in the Interwar Years (Geneva: League of Nations, 
1946), chap. iii, puts the migration out of Europe as 
follows: ‘‘The number of Europeans living outside of 
Europe was negligible in 1650; it has been estimated 
that since that time some 60 million Europeans have 
sought homes overseas Millions more crossed 
the low barriers of the Urals to settle in Siberia and 
the Interior of Asia.” 
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generally in Europe, despite the fact that 
the European population has multiplied 
five times from 1650 to date; (3) to an 
increasing disparity in per capita incomes 
and in levels of living between western 
Europe (certainly up to World War II) 
and those parts of the world that had not 
benefited from the process of industriali- 
zation ;'} and (4) to conditions which im- 
peded the migration of non-Europeans 
into Europe, a development that would 
have equalized returns to human agents 
of European and non-European commu- 
nities had it occurred in sufficient num- 
bers. But what actually happened was a 
migration of millions of Europeans to 
other parts of the world. 


IV. CONDITIONS NECESSARY FOR 
INCREASING DISPARITY 
IN INCOME 

There can be no doubt that the eco- 
nomic progress that has characterized 
the industrial development of the West- 
ern world, including our own, has 
brought about a disparity in incomes. 
One observes that the disparity in per 
capita incomes between the advanced 
and the undeveloped industrial countries 
has become ever greater; and also, within 
a country like the United States, com- 
munities at or near centers of economic 
progress have pulled further and further 
away in terms of productivity and in- 
come per head from those communities 
situated less favorably.’ I shall endeavor 


2 Tbid., p. 17 

's The increasing disparity in income per head is 
documented by a wealth of data brought together by 
Colin Clark, The Conditions of Economic Progress 
(New York: Macmillan Co., 1940), esp. chap. iv. In 
my paper, “‘Food, Agriculture, and Trade,” Journal 
of Farm Economics, XX1X (1947), 7, I drew upon 
Clark to show how rapidly this disparity had oc 
curred since about 1870 


'4 It may be of interest to note that, taking Colin 
Clark’s figures appearing in Review of Economic 
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to indicate the conditions responsible for 
the increasing disparity in incomes. 

The accumulation of capital that is 
put to productive uses will, of course, 
other things being equal, increase the in- 
come of those who are the recipients of 
such earnings. The concentration of pro- 
ductive assets in the hands of people of 
advanced industrial countries is a com- 
monplace; the unequal distribution of 
such assets among families within a coun- 
try is also well known. This aspect of the 
growth of capital and its effects on the 
distribution of income is certainly not 
new. Nor has it been neglected in eco- 
nomics. In the formation of policy for 
agriculture, however, sight is often lost 
of the fact that many farm families pos- 
sess valuable property that earns for 
them very considerable income and that 
such families are not necessarily poor 
even when farm prices are low. 

Abstracting from changes in income 
contributed by the growth of capital 
other than that “invested” in the hu- 
man agent, there are three sets of condi- 
tions inherent in economic progress, each 
of which can bring about a disparity in 
income. A disparity will occur in favor of 
Progress, Vol. 1, No. 4, and assuming that his $0.03 
per hour (in terms of his international! unit) is the 
lowest level of real national product per man-hour, 
we get the following spread between the low and the 
high countries 

No. of Times 


Highest Country 


Year 
Is above Lowest 


Before 180« 
1800-1825 
1910 
1930 
1940 sa 
1947 ‘ 


5 


lhe last figure, that for 1947, is obtained by as 
suming that China has not risen above the $0.03 
reported for 1930 and relating it to the $1.19 re 
ported for the United States. That the level-of-living 
index of farm operators in the United States in 1945 
should also show Grundy County, Iowa, thirty-nine 
times as high as Breathitt County, Kentucky (see 
n. 1) isa similarity that should not be dismissed too 


lightly 


people in communities located at or near 
the centers of economic progress under 
each of the following conditions: (1) 
those that alter the proportion of the 
population engaged in productive work 
in one community relative to that of an- 
other; (2) those that change the abilities 
of a population to produce, of one com- 
munity relative to that of another; and 
(3) those that impede factor-price equali- 
zation of comparable human agents be- 
tween communities. 


I. CONDITIONS DETERMINING THE PROPORTION 
OF A POPULATION THAT CONTRIBUTES 
TO INCOME 

The ratio of contributors to noncon- 
tributors becomes larger as communities 
participate in economic progress. Ob- 
viously, this ratio is important; for, if 
only a few people are active at produc- 
tive work, there will be less income per 
head than if many people in a given com- 
munity are contributors, other things 
being equal. The conditions that deter- 
mine this ratio arise out of a number of 
complex developments; there are (1) the 
changes in composition of the population 
associated with economic progress, (2) 
the changes in the continuity of employ- 
ment and in the specialization permitted 
by the division of labor that emerge as a 
result of economic developments, and 
(3) differences that arise from the way in 
which income is measured and in which 
the income accounting is done." 

Probably the most important of these 
developments is the demographic evolu- 
tion of the population of a community. 
Students of population have observed 
that there are, from a demographic point 
of view, basically three population types 


‘ST will not elaborate the third in this paper be- 
cause it would take me somewhat afield and because 
it would require an entire paper to do it satisfac- 
torily 
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in the world at present.” The first of 
these is the pre-industrial type, with very 
high birth and death rates, with a large 
proportion of the population in the lower- 
age brackets of the population pyramid, 
and with a short life-expectancy. It fulfils 
the essential conditions of the Malthus- 
Ricardo-Mill idea of dynamics, inasmuch 
as the potential increase in population is 
such that it can readily absorb substan- 
tial increases in production should they 
occur and thus tends to keep the level of 
living constant. The basic consideration 
in this context, however, is the fact that a 


large proportion of the population con- 


sists of nonproducers. The second type of 
population is usually referred to as transi- 
tional, with its diminishing birth and 
death rates but with the death rate drop- 
ping first’? and for a time faster than the 
birth rate, with a marked increase in pop- 
ulation taking place as a consequence. 
The advanced industrial type comes into 
existence when the birth and death rates 
are again approaching a balance at rates 

6 An excellent essay on this subject is that of 
Frank W. Notestein, ‘‘ Population—the Long View,” 
in Food for the World, ed. Theodore W. Schultz (Chi 
cago: University of Chicago Press, 1945); see also 
Warren Thompson, Population and Peace in the 
Pacific (Chicago: University of Chicago Press, 1946), 
chap. ii 

'? To quote Notestein, op. cit., pp. 39-40, on this 
point . Fertility was much less responsive to the 
processes of modernization. So far as we can tell from 
available evidence, no substantial part of the modern 
population growth has come from a rise in fertility 
On the other hand, neither did fertility decline with 
mortality. The reasons why fertility failed to decline 
with mortality are clear enough in general terms. 
Any society having to face the heavy mortality char 
acteristic of the premodern era must have high fer- 
tility to survive. All such societies are therefore in- 
geniously arranged to obtain the required births 
moral codes, laws, educa 
and 


loctrines, 


heir religious 


community customs, marriage habits, 


tion, 
family organizations are all focused toward main- 
taining high fertility. These change only gradually 
and in response to the strangest stimulation. There 
fore, mortality declined, but a fertility high enough 
to permit survival in an earlier period began produc 


ing rapid growth.” 


about one-third to one-half .as high as 
those that characterize the pre-industrial 
populations. Life-expectancy becomes 
fully twice as high, and the age distribu- 
tion characterizing the population pyra- 
mid is such that a large proportion of the 
people are in the ages where they can 
contribute to productive economic effort. 

We are inclined to think of the United 
States as approaching a demographic 
stage characteristic of an advanced in- 
dustrial country, but it is true that with- 
in agriculture the pre-industrial and 
the transitional demographic population 
types predominate. Moreover, one of the 
major consequences of these demograph- 
ic differences is to be found in the propor- 
tion of the farm population that can con- 
tribute to production. For example, in 
comparing Grundy County, lowa, with 
Breathitt County, Kentucky, we find 
that, in 1940, 62 per cent of the farm 
population of the lowa County was 
twenty-one years of age and over, as 
against 42 per cent of the Kentucky 
county."®* The farm population seventy 
years of age and over in both cases was 
slightly more than 2 per cent. 

A second development altering the 
proportion of the population that con- 
tributes to income arises out of changes 
in the continuity of employment and the 
specialization afforded by the division of 
labor as economic has 
ceeded. Again, it may be assumed that, 
until industrialization got under way, 
most communities were essentially alike 


progress pre - 


in this respect; but they have drifted 
apart because some communities in agri- 
culture have emerged with more con- 
tinuous employment and with work more 
specialized than have the communities 

*® Based on data from the 1940 Census. Note that 


Grundy County had a level-of-living index of 196, 
while that of Breathitt was 5 in 1945, according to 
the Hagood study (op. cit.) 
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that have been by-passed in the course of 
economic development.’ The result is 
fairly obvious; in the communities that 
have been favored, people who can work 
may do so more of the time during the 
year; and the division of labor has been 
carried further, thus permitting them to 
specialize to better account. Here, again, 
to illustrate the consequences one needs 
only to refer to farming in central Iowa 
compared to that in eastern Kentucky.”° 


*9“*Underemployment,” which is unproductive 
employment in the sense that a person produces a 
smaller product than he could elsewhere in the econ 
omy, is not included here, for it properly belongs 
under the set of conditions that impede factor-price 
equalization. 

2° There are many clues in the available statistics, 
although the data are not on a county basis. One 
comparison may be cited. In the fal] of 1945 an at 
tempt was made by the Bureau of Agricultural 
Economics, by means ot <.n enumerative survey , to 
ascertain the average hours that farm operators 
worked during the week September 16-22. These 
data by type of farming regions show that in the 
dairy areas farm operators worked nearly twice as 
many hours (59) as did those in the general and self 
suflicing areas (31). For the Corn Belt, the equivalent 
figure was 57 hours. The following table has been 
taken from unpublished data made available by 
Louis J. Ducoff, of the Bureau of Agricultural Eco 
nomics: 

AVERAGE HOURS WORKED BY FARM OPERATORS 


| WEEK oF WEEK oF 
SEPTEMBER Juty 
16-22, 1945 | 14-20, 1940 
| 


Regional Area 


United States 
General and self-suflicing areas 
Cotton Belt 
Western specialty-crop areas 
Range and livestock area 
Corn Belt 
Dairy areas 
Wheat areas 


T ype-of-Farming Area 
South, general and self 
areas | 
South, Cotton Belt 
North-central, general! and self 
sufficing areas 
West, wheat areas 
Western specialty-crop areas . | 
Northeast, general and self-sul-} 
hicing areas 
Northeast, dairy areas 
West, range and livestock areas | 
North-central, Corn Belt 
North-central, dairy areas 
North-central, wheat areas 


ufhcing 


| 


We conclude this section with the ob- 
servation that it would appear from even 
these brief explorations that the condi- 
tions which determine the proportion of a 
population of a community that contrib- 
utes to income is a consequence of the 
social evolution of our society set in mo- 
tion by the character of our economic 
development. 


2. CONDITIONS THAT DETERMINE THE 
ABILITIES OF A POPULATION 
TO PRODUCE 

It will be convenient to classify abili 
ties into those with which people are 
naturally endowed and those which they 
acquire. As to the first, we have already 
indicated that it would seem plausible to 
state that most communities at the time 
that industrialization began or at the 
time of settlement were roughly the same 
in the distribution of native talents 
Moreover, communities in agriculture at 
present may not differ substantially on 
this score.** However, as for the abilities 
that can be acquired, differences have 
arisen as a result of the way in which our 
economy has developed. We can achieve 
considerable insight into this matter by 
abstracting from certain social and phys 
ical aspects in order to isolate (1) the 
process by which capital is “invested” in 
human agents, (2) the amount of capita! 
thus invested, and (3) the effect of this 
investment upon the productivity of a 
population. 

An analysis of the formation of capital 
in this sphere is beset by many major dif- 
ficulties. It is exceedingly hard to draw a 
line of demarcation between inputs for 


21 Howard W. Beers (Mobility of Rural Popula 
tion |Bull. 505, Kentucky Agr. Exper. Stat., June, 
1947], p. 40) advances the hypothesis that rural 
urban migration has selected the less able youths, 
leaving on farms those who are most capable. For a 
more comprehensive review see Thomas, op. cit. 


(discussed in n. 3 above) 





THEODORE W. SCHULTZ 


consumption and those that act as capi- 
tal. Many of these inputs undoubtedly 
make contributions both ways; and, 
when it comes to measurement, the exist- 
ing capital market gives us little or no 
information because it is not organized to 
finance “investments” that enhance the 
abilities of people as producers. Where 
men are not slaves but free, a mortgage 
on capital which in the process of forma- 
tion becomes imbedded in a person re- 
quires the kind of instrument that has 
had no appeal to financial institutions, 
even though the earnings on such invest- 
ments in many cases would prove very 
attractive.” Consequently, as one would 
expect, the supply of capital employed to 
improve the abilities of a population 
have come from two major sources 

from the family and from the community 
in which a person lives. Furthermore, 
with few exceptions, the capital is made 
available without recourse, that is, the 
individual is under no obligation to repay 
his family or community. In substance, 
then, we have, for all practical purposes, 
no capital market serving this need. The 
institutions that exist, namely, the fam- 
ily and the community, bear the brunt of 
this function, and the results are all too 
evident. The amount that is invested per 
human agent is extremely unequal from 
one community to another. Where the 
community is families are also 
poor, and therefore neither of them can 
afiord to make these investments; the 
converse, of course, is true in a rich com- 
munity. The implications of this process 


poor, 


to our argument are clear; economic de- 
velopment has been uneven; some com- 
munities have been left behind; these 


Earl Hamilten has called my attention to the 
excellent observations of Marshall on certain aspects 
of this problem (Principles of Economics |8th ed.; 
London: Macmillan & Co., Ltd., 1930], see esp 
pp 500-03 


communities and the families in them 
have few resources per head and fewer 
still per child at hand to train and rear 
their children, while the communities 
and families situated in the main stream 
of economic development have many re- 
sources available for these purposes.?5 

There is not much that one can say on 
the amount of capital that is invested in 
human agents except to express the be- 
lief that it has become very large indeed 
in countries with an advanced industria! 
economy and especially so in the best- 
situated communities in the United 
States. Any attempt to measure this out- 
lay encounters major obstacles, for rea- 
sons already touched upon. 

There remain, then, the effects of in- 
vestments of this nature upon the pro- 
ductivity of a population. It will be use- 
ful to distinguish between (1) the effects 
that alter the comparability of human 
resources in terms of abilities to do a 
given type of work equally well and (2) 
the effects that express themselves in 
awareness of alternative opportunities, 
in the capacity to communicate, and in 
willingness to migrate. In the case of the 
first of these two effects—that pertaining 
to comparability—it is evident that 
where the investment consists of prepar- 
ing an individual for a task that requires 


years of careful and systematic training, 


such as is necessary to become a doctor, a 
lawyer, a scientist, or a skilled technolo- 
gist, the person who has received this 
training is no longer comparable to a per- 
son who has not had similar preparation 
What about the bulk of the work in agri- 


23In 1938, Mississippi allocated about 5.4 per 
cent of its income to the support of secondary and 
elementary schools, while lowa used about 3.9 per 
cent of its income for this purpose; and yet the 
amount that was available per enrolled student was 
about $22.00 in Mississippi compared to $74.00 in 


lowa 
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culture, where advanced technology is 
employed, and in industry generally? It 
appears that in the short run a significant 
difference in productivity exists between 
those who have had the advantages that 
go with this class of investment as com- 
pared to those who have not. To illus- 
trate, a young migrant from eastern Ken- 
tucky would probably find himself at 
some disadvantage on a typical lowa 
farm or in doing a given job in industry 
compared to a young migrant from a rich 
farming community and from a fairly 
prosperous family in western Kentucky; 
but this margin of disadvantage in most 
cases is likely to disappear rather rapidly. 
The two men would differ appreciably in 
the short run, that is, for a month or two 
or even for as long as a year, but, after 
that, they would be on about equal foot- 
ing in terms of the abilities that are re- 
quired to do such work. The second of 
these effects involving awareness of op- 
portunities and a willingness to migrate, 
so it seems to me, is by all odds the more 
important of the two in accounting for 
the unequal incomes earned per person 
within agriculture. These effects, how- 
ever, are basic in getting at the imperfect 
factor-price equalization that exists and 
therefore takes us to the third set of con- 
ditions underlying the disparity in in- 
comes under consideration. 


3. CONDITIONS THAT IMPEDE FACTOR-PRICE 
EQUALIZATION 

We have explored briefly the conditions 
that increase the proportion of the popu- 
lation contributing to income and that 
improve the abilities of a population to 
produce, and I have endeavored to show 
how the forces of economic development, 
expressing themselves through the exist- 
ing family and community institutions, 
alter these conditions. There still remains 
a third set of conditions which appear to 


play an important role in contributing to 
the growing disparity in income among 
communities within agriculture. 

Two questions may be helpful in put- 
ting certain aspects of the problem of 
achieving factor-price equalization into 
focus. Does economic progress, as we 
have known it, require a vast and un- 
precedented transfer of human agents? 
The answer is, I am sure, without qualifi- 
cation in the affirmative. Does economic 
progress give rise to major impediments 
to migration? The answer to this query 
may seem to be less unequivocal. It will 
become evident, however, as we proceed 
that an equally affirmative reply is war- 
ranted. What happens in this connection 
is about as follows: We have seen how 
economic development sets the stage for 
the emergence of the advanced industrial 
demographic type of population along- 
side what was formerly a common form, 
that is, the pre-industrial demographic 
type. As the differences between these 
two types increase, the cultural impedi- 
ments to migration become greater. It is 
these impediments to a transfer of the 
human factor that bring about a series of 
short-run equilibria, which, as time goes 
on, fall increasingly short of achieving an 
optimum in the allocation of resources.*4 

#4 When factor-price equalization is based upon 
given wants, the cultural differences under consider 
ation are taken as attributes of the existing pattern 
of wants. When the problem is approached in this 
way, the cultural differences between a community 
that has been by-passed by economic growth and 
progress and a community located at or near the 
centers of industrialization are not impediments to 
factor-price equalization but a part of the existing 
wants of the people in the two communities. It fol- 
lows from this formulation that the two communi- 
ties may be in equilibrium in terms of resource allo- 
cation, although great differences in the !evel of liv- 
ing exist. Another approach, the one on which this 
analysis rests, proceeds on the assumption that 
wants are not given and constant but that they are 
the result of cultural developments which are not 
independent of industrialization. One may view the 
changes in wants that emerge as industrialization 
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Two aspects require further elabora- 
tion, namely, (1) the comparability of a 
typical human agent located in a poor, 
pre-industrial demographic-type com- 
munity and the typical person situated 
in an advanced community and (2) the 
nature of the cultural impediments and 
their role as costs to the economy. Before 
touching on these, an observation on fac- 
tor-price equalization among pre-indus- 
trial communities may be instructive. 
Let us take two communities of this de- 
mographic type with the same cultural 
values, including similar standards of 
living, and let us assume, further, that 
the fortunes of the one improve. To make 
this concrete, let the increase in produc- 
tion come from an irrigation project 
without cost to the community. Is it nec- 
essary for people to migrate from the less 
fortunate community to the one that has 
the windfall afforded by irrigation in or- 
der to attain factor-price equalization? 
The answer is that, even without a com- 
mon market for either factors or prod- 
ucts—that is, without either migration or 
trade—{actor-price equalization will oc- 
cur as a consequence of the upward surge 
in population in the community with the 
new irrigation project under the assump- 
tions as | have formulated them. Factor- 
price equalization, however, cannot oc- 


proceeds as a movement away from a pre-industrial] 
pattern of wants toward new, more dominant indus- 
trial-urban patterns and that the differences in wants 
are the result of lags in this adjustment. It is better, 
however, in order to simplify the analytical problem, 
to introduce a value-judgment explicitly in this con- 
nection. This value-judgment is simply to the effect 
that the wants that characterize the communities 
that have been by-passed by industrial growth and 
progress are inferior to the wants which are emerging 
in the main stream of industrialization. Given this 
valuation, it follows that the cultural factors that 
isolate the backward community and press upon it 
the relatively inferior wants operate as cultural im- 
pediments and, as such, impede factor-price equali- 
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cur when the community benefiting from 
a windfall is of the advanced industrial 
demographic type and the other a pre- 
industrial community, unless a transfer 
of factors takes place.’ 

The question of comparability of hu- 
man agents as factors in this context 
raises a number of issues which are ex- 
ceedingly difficult to resolve. Entirely too 
little work has been done on this prob- 
lem ;* and, as is obvious, the answer must 
come, in the last analysis, from an appeal 
to empirical reality. All that one can do 
with the fragmentary materials now 
available is to express one’s belief on the 
matter. It seems to me that most of the 
people located at present in poor com- 
munities within agriculture are essen- 
tially comparable to most of the people 
situated in rich communities in terms of 
their capacities to produce if allowance is 
made for the short-run acclimatization 
required for the improvement in abilities 
which I have already considered. If this is 
true, it follows that the cultural impedi- 
ments are indeed a heavy burden because 
the income earned by these (human) fac- 
tors is very unequal between communi- 


*s P. A. Samuelson in two recent articles in the 
Economic Journal, ‘‘ International Trade and Equali- 
zation of Factor Prices” (Vol. LX VIII [June, 1948}) 
and “International Factor-Price Equalization Once 
Again” (Vol. LXIX [June, 1949]), has attempted to 
show that free commodity trade will, under certain 
conditions, inevitably lead to complete factor-price 
equalization. The conditions that are specified in his 
analysis are, however, far removed from the hard 
realities that underlie the existing geographical in 
equalities. 


* A major research program made possible by a 
grant from the Rockefeller Foundation on the malal- 
location of resources that characterize agricultural 
production is under way at the University of Chi- 
cago, being carried forward largely by Professor 
D. Gale Johnson. This research program has as one 
of its objectives the determination of the comparabil- 
ity of resources within agriculture and between agri- 
culture and other sectors of the economy and in the 
connection focusing primarily on the human agent. 
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ties. Is it possible that the cultural im- 
pediments can be so great and so costly? 
Here the researches of the sociologists 
are making important contributions, and 
their results indicate quite clearly that it 
is no easy matter for people to pull up 
their roots and leave the folk society, 
with its strong local-personal-informal 
relations, and transplant themselves into 
an impersonal-formal, less locally ori- 
ented, urban-minded community. The 
economist must leave it to the sociologist 
to isolate and identify the nature of these 
cultural impediments; the economist, 
however, can and should come to grips 
with the cost aspects. The burden of 


these impediments is obviously a con- 
tinuing one. If anything, measured in 
terms of the unequal factor prices that 
exist, they have become greater over 
time. If the “price’’ of eliminating, or 
even only substantially diminishing, 
these impediments is a nonrecurring cost 
for any given migrant, then the probabil- 
ities are high that society could achieve a 
very considerable gain by taking positive 
actions to diminish the adverse effects of 
these impediments upon factor-price 
equalization and, in so doing, diminish 
significantly the disparity in incomes on 
which we have concentrated our atten- 
tion in this paper. 
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ROFESSOR GRAHAM’S recent book' 
issues a powerful challenge to neo- 
classical economists to make funda- 
mental changes in their assumptions and 
methods of thinking on the theory of in- 
ternational values. Such challenges in- 
evitably provoke, at first, a feeling of 
distrust almost of antagonism 
toward—the new proposals; annoyance 
at expressed or implied criticisms of 
current views and methods and of those 
who hold them; and annoyance at the 
apparent misuse of terms. If it appears, 
however, that the old terms are misused 
consistently and that in their new uses 
they are uniformly related in ways dif- 
ferent from the old, a second level is 
reached; a translation must be attempted 
and the new set of concepts compared 
with the old. Then, at a third level, if the 
new set of concepts looks promising, it 
must be tested and limitations 
learned. Finally, if the model is found 
to give useful results, there is, on a 
fourth level, a rush to the 
methods and integrate them with the old. 
So it is with Graham’s challenge. | have 
sought to force a path to the third level 
and to point out some things that should 
be done there; but the way has been 
difficult, and I may have gone astray. 
No challenging book, of course, can be 
adequately summarized; but, for the 
purposes of this article, a short initial 
survey is necessary. It will not be con- 


of 
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‘Frank D. Graham, The Theory of International 
Values (Princeton: Princeton University Press, 
1948). 
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venient, however, to follow the author’s 
arrangement of material. 

lastes, Graham holds, are shifting, 
subjective, and unpredictable; they pro- 
vide no basis for a theory of normal val- 
ues: that is, for a theory which purports 
to describe the enduring tendencies 
which pervade and shape the economic 
order. A theory of normal values must be 
a cost theory. In the field of domestic 
trade the theory of normal values is 
based on costs; and the most appropriate 
theory of normal domestic values is an 
opportunity-cost theory.? For, under 
constant-cost conditions, which ordi- 
narily prevail, at least approximately,' 
normal marginal utilities are determined 
by relative costs; and costs are therefore 
the ultimate determinants of normal 
values. Under variable-cost conditions, 
relative marginal costs are at least a 
trustworthy guide to normal values. In 
the field of international values, how- 
ever, classical and neoclassical econo- 
mists have held that values are deter- 
mined by reciprocal demand; such a the- 
ory is not a theory of normal values but a 
theory of market values—and a very 
poor one at that. 

In the theory of international trade, 
classical and neoclassical writers were 
led astray, Graham’s argument contin- 
ues, by generalizing from the case of two 
countries and two commodities. Even in 
this simple case the probability is over- 

*Sometimes I understand Graham to suggest 
that it is the only valid type of theory of normal 
values 


} For Graham’s argument in support of this con- 
tention see op. cit., p. 27, n. 1, and pp. 146-51. 
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whelming that trade will take place at 
one of the limiting ratios; and, in that 
case, one of the commodities will be pro- 
duced in both countries. The relative 
normal values of each commodity, ac- 
cordingly, will then be determined by, 
and will be kept perfectly rigid at, the 
opportunity-cost ratio of the country 
that produces them both—by the trans- 
fer of resources, as required, from the 
production of one to the production of 
the other. 

Graham then demonstrates his meth- 
ods by illustrating, with arithmetical ex- 
amples, cases that involve two commod- 
ities and several countries and other 
cases with two countries and several 
commodities. Here he shows that, within 
the range of his examples, values which 
do not correspond with opportunity 
costs (“‘limbo”’ ratios in his terminology) 
are unstable and ephemeral. Finally, 
complex trade, involving several coun- 
tries and several commodities, is illus- 
trated, again with numerical examples. 
Within the limits of his examples, this 
section of the book is the most thorough 
and detailed study that has ever been 
published of the influence of relative 
costs on international values; and of the 


complex possibilities that exist, even in 
international trade, of transferring re- 
sources from commodity to commodity 
in such a way as to allow adjustment to 


‘So far, that is, as I am aware. Two previous 
articles by Graham explore the same field, but less 
intensively: see Frank D. Graham, ‘“The ‘Theory of 
International Values Re-examined,” Quarterly Jour- 
nal of Economics, XXXVIII (1923-24), 54-86, and 
“The Theory of International Values,” ibid., XLVI 
(1931-32), 581-616. 

I have not read, for example, O. F. von Mering, 
‘Ist die Theorie der internationalen Werte wider 
legt?” Archiv fiir Soszialwissenschaft, Vol. LXV 
(1931), or his Theerie des Aussenhandels (Jena, 
1933), mentioned by Viner in Studies in the Theory of 
International Trade (New York: Harper & Bros., 


1937). 


noncost changes without permanent al- 
terations in relative costs and prices. 
This is an invaluable contribution to the 
theory of international trade. Graham’s 
arithmetical examples, however, demon 
strate his conclusions only under con- 
stant-cost conditions and for the range of 
elasticities of substitution in use,’ num- 
ber of commodities, and number of coun- 
tries actually examined.® Yet Graham 
believes that they are quite generally 
valid.’ Accordingly, once the size of the 
countries, the importance of the com- 
modities, and the opportunity costs in 
each country are given, normal values in 
international trade can be determined; 
and, once established, these normal val- 
ues, though not market prices, remain 
rigidly fixed, in spite of noncost disturb- 
ances save those of catastrophic propor- 
tions. 

Therefore, the neoclassical theory of 
reciprocal demand, which relies on 
changes in the terms of trade as the fun- 
damental means of adjusting the balance 
of payments, is useless and misleading. 
Adjustment occurs not by reason of 
changes in the ratios at which imports 
are exchanged for exports (commodity 
terms of trade) but by a shift in resources 
toward, or away from, the production of 
internationally traded commodities. 
Commercial policy, then, can have no 


The phrase is intended to cover the possibilities 
of substitution among both consumers’ and produc 
ers’ goo is 

*It is to be hoped and expected that someon 
who can use with ease more elaborate mathematic | 
techniques will explore the limits appropriate to 
Graham’s conclusions more thoroughly than I have 
been able to do in this article. 


7**Refinements in the concept of elasticity of de 
mand are quite unnecessary to the demonstration 
that, under constant cost, no shift in demand within 
the range of reasonable probability will have any 
effect on the terms of trade ’’( Theory of In 
ternational Values, p. 89). The italics are mine, but 
Graham stresses this point time and again 


normal 
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enduring effect* on the terms of trade 
unless carried so far as practically to 
strangle international trade altogether. 
In the process of reaching this conclusion, 
concepts of gain from trade, theories of 
adjustment to tariffs and unilateral 
transfers, and the views of economists on 
many other matters are subjected to 
searching criticism. 

Before examining Graham’s main con- 
tribution in more detail, it is necessary to 
identify three main strands in his argu- 
ment and to comment on one of them. 
Strand 1 is a methodological one which 
does not appear prominently in his pre- 
vious articles on international values 
but which Graham apparently considers 
the most fundamental.’ It contains much 
that is valuable and much that is con- 
tentious. Strand 2 comprises Professor 
Graham's positive contributions to in- 
ternational-trade theory. Strand 3 is a 
sometimes almost polemical, 
of the 


criticism 


certainly not always sympathetic 
classical and neoclassical theory of inter- 
national values. It is based in part on 
terminological difficulties and the meth- 
odological differences of strand 1; in part 
on Graham’s belief that his conclusions 
regarding the importance of costs and 


linked competition’? in international 
trade are universally valid; and in part 
on the circumstances that, too frequent- 
ly, even the masters of international- 
trade theory were not sufficiently ex- 
plicit as to the way in which cost condi- 
tions entered into and affected reciprocal 

* Not, as Marshall believed, seldom more than a 


light effect (A. Mor-hall, Money, Credit, and Com- 


merce |London, 19°), pp. 196, 212, and elsewhere). 


°*When I differ 


mn neariyv ever\ 


with Viner, as will occur, the 

lifference, case, is in the marrow, 

ind, provided only we were at one on fundamentals, 

I should s« sagree with him” (Theery of In 
| 


ternational Values, p. V1). 


om ¢ 


Graham, in a previous article, attributes this 
phrase to Whittlesey (Graham, ‘‘The Theory of In- 


ternational Values,” p. 581) 


demand and even, at times, failed to give 
them sufficient weight. In Graham’s book 
these three strands are so closely and 
ably knit together that it is difficult to 
separate them. It is clear that Graham 
does not intend that they should be 
viewed separately.” 

One of the fundamental parts of 
strand i is the contention that the influ- 
ence of tastes is ephemeral, while the ef- 
fects of costs alone are enduring. It is 
supported by arguments which relate, ex- 
plicitly or by inference, to the fundamen- 
tal character of human beings, to the 
necessary limits of economics as a sci- 
ence, to the validity of different theories 
of knowledge, and to the fundamental 
meaning of economic concepts. 


But marginal, or any other, utility is depend- 
ent on desires, and desires are notoriously 
fickle." They are subjective and variable, where- 
as costs can uswilly, if not always, be expressed 
in objective terms, rest on more or less unalter- 
able physical facts, and, over short periods at 
least, are stable. Desires are, indeed, so fickle 
that it would seem impossible, in the present 
state of knowledge, to subject them to principle. 
Marginal utility therefore, if taken as the unique 
and final explanation of value without any re- 
course to cost as a determinant of (normal) util- 
ity, sweeps away the structure of normal values 
(the heart, and almost the whole, of classical 
economics) and would seem to remove, at a 
stroke, the pretensions of economics to be, in 
any sense, a science."3 


‘Graham may, perhaps with some justice, re- 
gard as a vandal anyone who attempts to unravel 
them; but, if they are not separated, it is very easy 
to disagree with a positive, substantive conclusion of 
strand 2 simply because, in the argument support- 
ing it, there is included contentious material from 
strand 1 or strand 3. To treat adequately any one of 
these strands would require a book, not an article 
For the history of the main controversies of strand 3 
and exhaustive bibliographical references concerning 
them see Viner, op. ci). 

'@ This belief is repeated in different words many 
times throughout the book. 

}Graham, Theory of International Values, p. 
310. Strand 1 is most fully developed in two ap- 


pendixes 
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The conclusion that marginal utilities 
should not be taken as ‘the unique and 
final explanation of value”’ is, of course, 
not strange or contentious, except per- 
haps that in a discussion of the “science”’ 
of economics it should be phrased as it is. 
The words of this and many other para- 
graphs sound as though they may mean 
that, on the basis of faith or pure logic, 
we should cleave to costs and costs alone. 
But they may mean that we should look 
around us‘* and see whether our system 
of thought is so complex that it overde- 
scribes reality, has many empty sets of 
classes, and takes account of insignificant 
relationships; whether this system of 
thought can be simplified and made to 
give more precise results, which, while 
perhaps applying to fewer of the logical 
possibilities, will still be applicable to all 
the possibilities which do, or are likely to, 
occur in the actual world. 

Several other questions are suggested 
by the paragraph quoted above; but, in- 
asmuch as this section is already unduly 
long, they must be treated briefly. On the 
basis of the experience of the last two 
centuries, do tastes really fiuctuate more 
widely and unpredictably than relative 
costs, if one excludes new commodities, 
which, of course, involve changes in cost 
conditions? Are human beings really as 
unpredictable in their tastes and in their 
consumption habits as Graham suggests? 
Is it only the possibility of increasing or 
decreasing inventories, assisted by the 
temporary rationing effects of changes in 
market prices, that prevents economic 
life from becoming a breathless race to 
shift resources from use to use in a hope- 

4 Challenges of this kind are often supported by 
empirical evidence; Graham gives numerical exam 
ples. It is not clear, accordingly, whether he argues 
that the neoclassical theory is more complex than is 
necessary to represent the real world or whether he 
means that it is overdetermined and logically in- 
consistent with itself or both 


less attempt to keep up with fickle, un- 
predictable, and unintelligible shifts in 
tastes? If, under constant costs, relative- 
cost conditions alone can be relied upon 
to form the basis of a theory of normal 
values, is not an adequate theory of 
choice necessary if we are to have, corre- 
sponding to it, a theory of the normal 
use of resources? Are not shifts in taste 
limited by physiological facts as endur- 
ing as the physical facts that help to de- 
termine costs; are they not limited also 
by institutions, habits, and conventions 
whose rate of change is no faster than the 
rate of innovation? Are the costs which 
form the basis for the decisions to shift 
resources purely objective things; or are 
they subjective anticipations, as difficult 
as are tastes to ascertain or dispute, 
based in part on accounting estimates 
which are themselves partly based on as- 
sumptions concerning the future? Strand 
1 of the book is replete with paragraphs 
almost equally provocative." 


iI 

The initial survey, referred to above 
as the “first level,’”’ suggests that an at- 
tempt at a translation should now be 
made. I shall try to translate some of the 
simpler parts of strand 2 into the lan- 
guage and curves of Marshall." 

Commenting on Graham’s former 
charges that the neoclassical theorists ex- 
aggerated the importance of reciprocal 


's It must be understood that I do not impute to 
Graham answers to any or all of these questions 


‘Graham selects Marshall as his principal op 
ponent (Theory of International Values, p. g). After 
giving due praise to Viner’s Studies in the Theory of 
International Trade, he proceeds: “‘I cannot say as 
much of Marshall, to whom, as the neo-classicist of 
greatest renown, [ shall frequently refer, since 
Marshall is, in my opinion, not only awkward in his 
premises but frequently illogical in his reasoning 
from them” (Theory of International Values, p. vi) 
I shall follow his example by treating Marshall as his 
opponent. 
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demand as compared with costs, Viner 
replied that it was impossible to exagger- 
ate the importance of reciprocal demand. 
“The terms of trade can be directly in- 
fluenced by the reciprocal demands and 
by nothing else. The reciprocal demands 
in turn are ultimately determined by the 
cost conditions together with the basic 
utility functions.’"*? Graham regards this 
answer as “‘casuistical,”” since “it would 
be just as correct to say that the terms of 
trade could be directly influenced by re- 
ciprocal supplies and nothing else.””** 

The disagreement on this point, how- 
ever, relates to the epistemological con- 
siderations of strand 1; there is, perhaps, 
sufficient agreement with respect to the 
objective meaning of the phrase “recip- 
p. 549. I should myself prefer to 
that recipro 


'7 Viner, op. cit., 
say—with the same meaning, I think 
cal demand is an exhaustive classiiication of the 
factors that might affect the terms of trade. There is 
then no danger of being misunderstood to mean that 
reciprocal demand is the only classification that may 
be used. 


'§ Graham, Theory of International Values, p 
For almost identical statement see Marshall, op. cit 
p. 160, and elsewhere. On pp 30 Graham re 
fers critically to another part of this same paragraph 
of Marshall on the ground that it does not take suf 
ficient account of the effects of costs on normal mar 
ginal utilities. He continues: ‘‘And Marshall all but 
completely neglected the factor of supply in his sub 
sequent treatment of the topic.”’ This is a difficult 
criticism to understand. Marshall may have neglect 
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ed costs in places (cf. n. 35, p. 24, below, and Viner, 

op. cit., p. 547). In his more abstract graphical anal 

ysis he is not always explicit about them, though 

in his more practical conclusions (cf 

354-55) in the text he usually takes 
| 


iccount and, in fact, often speaks in terms 


often he is; 
e.g., op 


costs into 


cu., pp 


of supply (which includes costs) alone (cf. ibid., p 


197): “but taxes on nearly all other products would 
be borne almost wholly by the consumers, as soon as 
the producers could make arrangements for selling 
in other markets, either their old products, or others 
to which they could gradually divert their energies 
(italics mine; see also tbid., pp 
Graham means, I 


and resources” 164, 
167, 175, and many other places 
that Marshall ought to have reached 


be borne 7 


think, the cor 
clusion th 
by the consumers, under constant-cost conditions at 
least 
must mean more than 


t duties must (normally holly 
But the vigor of his criticism suggests that he 


this 


, 
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rocal demand”’ to provide a starting 
point for the translator. It appears neces- 
sary, however, to force through, rather 
than really overcome, at least one ter- 
minological difference; this will obscure 
an important part of Graham’s criticism. 
Borrowing a conclusion reached in an 
earlier article,"? Graham speaks of E’s 
and G’s goods as mutually exclusive cate- 
gories of commodities conceptually gath- 
ered together into “representative bales”’ 
and, as such, traded the one against the 
other. “This implies that, though the 
proportions traded of the several goods 
in either E’s and G’s bales might, from 
time to time, be altered, the total evolv- 
ing supply of the unique set of goods, 
produced either in E or G, must remain 
unchanged in any given state of popula- 
tion and the industrial arts.’’*” However, 
Marshall was explicit on this point: 
. representative bales; that is, bales 

'? Graham, ‘‘Theory of International Values,” p. 
583. The argument is that demand is for individual 
commodities and not for any such ‘‘uniform aggre 
gate of labor and capital as a unit of the consolidated 
commodities concerned may incorporate” (italics 
mine). “‘But this is beginning at the wrong end”’; the 
bale of factors should be selected first and not the 
unit of ‘‘consolidated commodities.” To select an: 
me, or avercge, combination of commodities fails to 
do justice to the bale, except by accident. The com 
modities are not “incorporated in the bale”; the 
bale produces them; and it may produce any one of 
the many different bundles of commodities imputed 
to it by the comparative-cost assumptions that d 
fine its production function. The forces of the com 
petitive market will see to it that it will be used 


e 


normally) under each possible circumstance (fac 
toral terms of trade 
bundle of goods that will fetch the highest offer. 
Graham explains the transfer thoroughly. 

The difficult 
to be 


to produce exactly that precise 


here may lie in strand 1; if costs 


regarded as ultimate causes and tastes as 
passing whimsies, it may be hard to see that factors 
production will be put to their most profitable use 
and paid for on that basis and that what is the most 
profitable use of that factor depends, in part, on the 
! f the utility functions 


sn ipe ol 


ire 


ol 


Graham, Theory of International Values, p. 5. 
This is an important part of strand 3; the substance 
of this criticism is repeated in many other places 


throughout the book. 
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each of which represents uniform aggre- 
gate investments of her labor (of various 
qualities) and of her capital.’ 
Marshall also stated explicitly that his 
trading schedules (the numerical coun- 
terpart of his international demand and 
supply curves) related to a varying num- 
ber of commodities.” Let us follow his 
advice and choose as a bale a fraction of 
each physical resource in the country. 
This bale, at any rate, in the simplest 
case of constant opportunity costs, has 
the capacity of producing alternatively a 
great variety of bundles of commodities; 
and he who buys the services of the bun- 
dle may select from them that one which, 
under the conditions in question, he 
wants most of all. The forces of the com- 
petitive market will bring it about that, 
normally and given time for the shifting 
of resources, he will get precisely that one 
for which he is willing to offer most 
Accordingly, if a bale of resources is 
selected, we have, under constant-cost 
conditions, a unit capable of producing 


not only a given set of commodities 
whose proportions may vary but differ- 


ent sets of commodities; the way in 
which the commodities may be varied is 
limited, of course, by the alternative- 
cost conditions. 

The author considers the usual two- 
commodity case and correctly con- 
cludes?’ that, except in rare cases, the 


71 Marshall, op. cit., p. 15. Marshall also warned 
against confusing his bales with bundles of com- 
modities (p. 356, n. 1). F. Y. Edgeworth in his geom- 
etry (Papers Relating to Political Economy |London, 
1925], II, 32) used commodities and confined him 
self to two commodities, as, indeed, he then must; 
but, in his algebra, he used the double factoral 
terms of trade; his » represents ‘‘the rate of exchange 
between the product of work in two countries, the 
number of units of work in the first country, of 
which the product is equivalent to the product of a 
unit of work in the second country” (ibid., pp. 45 
and 53). One of his algebraic units was, accordingly, 
the bale. 


” Marshall, op. cit., pp. 161-62 and 223-24. 


terms of trade will be at one of the limit- 
ing ratios, and one country will find it 
profitable to produce both commodities. 
Under these conditions, substantial shifts 
in relative demands for the products may 
occur, at least in one direction, without 
disturbing the equilibrium prices. The 
case of two commodities and several 
countries is then considered; and next, 
two countries and several commodities. 
Finally, four countries and three com- 
modities are introduced. It is found, in 
each case, that certain of the possible 
relative-price relationships permit very 
great transfers of resources between dif- 
ferent commodities, so that considerable 
change may take place in demand with- 
out disturbing the price ratios, once equi- 
librium has been established at such a 
ratio. The stability of this condition in 
the face of changes in demand is tested 
by shifting from one demand assumption 
to a second. The first is that “‘each coun- 
try increases its consumption of each of 
the products in proportion to its gains 
from international trade’’** (that is, in 
the old language, the ratio of the number 
of bales saved from the production of the 
imported commodity to the total number 
of bales); the second demand assumption 
is ‘‘that, instead of each country expand- 
ing its consumption proportionately to 
its gains from international trade, it con- 
tinues, under barter, to put one third 
[the original proportion] of its resources, 
(or what in the circumstances amounts 
to the same thing, one third of its in- 
come) into the acquisition of each of the 

23 The conditions which limit the possibility of 
trade at a limbo ratio were developed, and an un 
usually clear exposition of them was presented, in a 
paper given in 1850 (W. Whewell, “Mathematical 
Exposition of Some Doctrines of Political Econ 
omy,’’ Second Memoir, Transactions of the Cambridge 
Philosophical Society, Vol. IX, Part I (Cambridge, 
1856]). For a detailed history of theory on this point 
see Viner, op. cit., pp. 449-53. 

“Graham, Theory of International Values, p. 76. 
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commodities.’’*S The exchange ratios are 
unchanged by this shift in demand 
and a consideration of “catastrophic” 
changes in the proportions in which the 
commodities are demanded, at the equi- 
librium ratio already selected, shows that 
great shifts would be required to make 
any changes at all in normal prices. The 
conclusion is reached” that “with a given 
group of commodities and, for the most 
part, an unaltered ratio of exchange this 
[concept of demand] serves well enough 
to represent different relative positions of 
demand. Refinements in the concept are 
quite unnecessary to the demonstration 
that, under constant cost, no necessary 
shift in demand within the range of rea- 
sonable conjecture will have any effect 
whatever on the (normal) terms of 


trade.’’*? This reasoning is precise so far 
as it demonstrates that shifts in the size 
of the countries or the relative impor- 
tance of the commodities at equilibrium 
may be changed considerably without af- 


fecting the position of that equilibrium. 
It is, perhaps, not so conclusive with re- 
spect to different types of utility condi- 
tions from those considered or for a dif- 
ferent number of countries and commod- 
ities; for large changes in these condi- 
tions, separately or when taken together, 
might conceivably affect the sizes of the 
stable areas and, if equilibrium should 
ever be disturbed, the position of the new 
equilibrium. 

The following situation is proposed for 
translation: “Let it be assumed, then, 
that before international trade is opened 
up each of”’ two countries, A and B,** de- 


*s [bid., p. 83. The reader may translate for him- 
self into terms of elasticity of demand, in terms of 
bales or in terms of commodities 

% Ibid »?P 89g 
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48 Graham, Theory of International Values, p. 76. 
T have used two countries only; more than two coun- 
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votes one-fourth of its resources to each 
of four products w, x, y, and z; that each 
“continues, under trade, to put one 
[fourth] of its productive resources (or 
what in the circumstances amounts to the 
same thing, one [fourth] of its income) 
into the acquisition of each of the com- 
modities”’;?? and that the total produc- 
tive power measured in w is in the ratio 
of 1:3.3° “Suppose further that, in the re- 
spective countries, it is possible to sub- 
stitute one product for another, at con- 
stant [opportunity] cost, according to 
the following scheme’’* (see accompany- 
ing table). 


As units along the vertical axis, use 
one-twelfth of A’s productive capacity. It 
is assumed that these resources are put to 
their most profitable uses under any pro- 
posed price ratios. Similarly, use as units 
along the horizontal axis one-fourth of 
B’s resources. Draw lines of the familiar 
type through the origin to indicate ratios 


tries can be treated graphically by combining the 
rest of the world against any one country, but the 
arithmetical work is much longer; I have explored 
the case a little but less fully than the two-country 
case; it can be treated so much more accurately by 
those whose tools are more powerful than mine that 
I am content to leave the more complicated model 
to them. 

*? This is Graham’s second type of assumption 
(Theory of International Values, p. 83). 

3° T have supposed that A has 12 of her bales of 
resources and that B has 4. 

* Graham, Theory of International Values, p. 76. 
For graphical purposes I have chosen rather wider 
differences in comparative advantage than Graham 
did. The general effect is to make it appear a little 
easier for limbo equilibrium ratios to be obtained; 
but if the differences are made too small, the chart 
becomes indistinct. 
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of exchange between A-bales and 
B-bales. No matter what the ratio of 
interchange of bales or commodities, A 
will use three of her bales and B will use 
one of her bales to produce at home or 
acquire from abroad each of the com- 
modities. Consider the following possible 
ratios of interchange, each of which im- 
plies a set of ratios at which the commod- 
ities will exchange for one another: 
t B-bale, 

low = 30x = boy = 152, (1) 


1 A-bale = 


at which B will be able to produce all the 
commodities; and A only w. 
1} A-bales = 1 B-bale, 

low = 20x = 4Oy = 102, (2) 
at which B will be ready to produce z, y, 
and z; and A, wand x. 
1 B-bale, 
Iow = 


2 A-bales = 


ee 
20x = 30v = 792, (3) 


at which B would be ready to produce 


w, x, and y; and A, y and z. 


3 A-bales = 1 B-bale, 


1ow = 20x = 3ov= 52, (4) 


at which A will be willing to produce all 
four commodities, and B only z. In Fig- 
ure 1, lines are drawn from the origin to 
represent each of these ratios of inter- 
change. At ratio (1), B will offer for w, 
though indifferent about it, anything up 
to 1 B-bale or any of the combinations of 
commodities that 1 B-bale can be used 
to produce, as shown by OC. At ratio (2), 
B will offer what can be produced by 1 
bale of her resources for w and, indiffer- 
ently, up to one more for x. This is indi- 
cated by DE. Similar constructions will 
give the remainder of the demand-and- 
offer curve of B.*? In the figure there are 
large steps, as Marshall said there would 

% A short-cut is possible, since there may be 


marked in on each successive ratio line that part of 
it subtended by 1 B-bale or, for A, 3 A-bales. 


be’ and, when the curve of A is similarly 
drawn, part of one of the treads of its 
steps coincides with the treads of one of 
B’s steps (from F to G) to form a very 
durable equilibrium position, of the kind 
Graham said would exist. It lies on the 
ratio line indicating 1 B-bale to 2 A-bales 
and corresponds to the set of price ratios 
1ow = 20x = 30y = 732. B is able to 
produce x, y, and z, and A to produce w 
and x. Accordingly, in either country, re- 
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sources can be shifted into or out of x, so 
that within the range FG the bale ratio 
and the commodity-price ratios will be 
kept stable against changes in the posi- 
tion of either or both of the curves. 

The diagram does not show exactly 
how much trade will take place; this 
may, perhaps, be interpreted to mean 
that, in the absence of transport costs, B 
might be willing, if there were any ad- 
vantage in it, to buy all her requirements 
of x from A in exchange for her own 2; 


33 Marshall, op. cit., Appendix H, pp. 323-25. 
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but there is no advantage in it, and F 
may be taken as the trading position. It 
seems that each of the treads is deter- 
mined by the possibilities of transfer of 
factors, at constant cost,*4 in both coun- 
tries toward or away from the production 
of a common commodity and that when 
the steps are in contact the normal price 
structures of the two countries will be 
interlocked. If the initial conditions were 
such that the risers of the steps inter- 
sected, the corresponding ratio might be 
a limbo ratio. In this model, within any 
limbo interval, no change in the factoral 
terms of trade will have the effect of 
modifying the offer in bales of either 
country against that of the other. In this 
sense and in this model, then, adjust- 
ment of the balance cannot be assisted by 
changes in the terms of trade. As Mill 
said, in his mysterious superstructure the 
products of the resources displaced ‘will 
exchange for one another.’’*’ Modifying 


the utility assumptions of this model 
would change the shape of the risers and 
the relative positions and sizes of the 
treads. If the assumptions were more 
elastic, gradual shifts in the position of 
the curves would effect more gradual 
changes in the barter terms of trade. 


is But this is not entirely so. Even in this limiting 
case, tastes sneak in the back door again to define 
a commodity andto determine the amount of it that 


is demanded 

J. S. Mill, Principles of Political Economy 
(Ashley ed.; London, 1909), p. 600. Marshall re 
marks that in this case there is no problem but that 
the assumptions are ridiculous (op. cit., p. 355). It 
appears that some such criticism as Graham’s may 
have induced Mill to add his superstructure, which, 
in spite of the gentle treatment it has usually re 
ceived, seems to the present writer to be very con- 
fused. Mill breaks his usual assumptions and intro- 
duces a third commodity to reach Graham’s con 
clusion that there are steps corresponding to various 
commodities and that the ratio of interchange may 
correspond with one of these; but he states it only in 
a footnote. Surely, Marshall, too, might have warned 
more explicitly that opportunity costs as well as 
utility functions made the proposed problem ab- 
surd 
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One important circumstance, however, 
should be pointed out. In limbo condi- 
tions the relative (normal) prices of the 
commodities are fixed within each of the 
groups of commodities produced in one 
country; the proportion of output of each 
of the commodities in the group can be 
varied at will, though not the total of re- 
sources devoted to the production of the 
group as a whole. With changes in the 
factoral terms of trade, these two groups 
of normal prices will change relatively 
to each other in the same proportion as 
changes in the terms of trade. It is im- 
possible (normally) for the relationship 
between these two sets of prices to 
change independently of the factoral 
terms of trade. If the proportions in 
which these two groups of commodities 
wil! be consumed in each country is fixed 
no matter what their relative prices, no 
adjustment in the factoral terms of trade 
will serve to adjust the proportion in 
which they are wanted (and their actual 
proportion is fixed). Similarly, if the 
utility functions of the two countries are 
so related to one another that, with a 
change in the terms of trade, each coun- 
try will be induced to purchase the com- 
modities that the other is willing to give 
up, no change in the terms of trade will 
adjust the disproportion in which the 
groups of commodities are wanted. But 
if neither of these conditions holds, 
changes in the terms of trade may adjust 
the proportions at which they are wanted 
to the proportions in which they exist. 
However, the adjustment may not be 
complete before another tread is reached. 
The new equilibrium will then occur on 
the next tread or in some other limbo 
range or on some other tread, in the di 
rection indicated.*° 

‘This may have a bearing on a very intricate 
Graham, Theory of International Val 
ues, pp. 189-200). In this controversy Graham sup 


poses that Viner is working with a model in which 
neither country will change the proportion of its in 


controversy 
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Returning to the main argument, 
then, there appear in this model steps 
with treads and risers. On the treads, 
constant-cost conditions make for great 
stability; on the risers, demand condi- 
tions are dominant, and equilibrium is 
less secure. The number of steps is deter- 
mined by the number of commodities. 
Consider B’s curve and suppose the num- 
ber of commodities to be greatly in- 
creased while the size of the country re- 
mains unchanged. As the number of 
treads increases, the average size of each 
necessarily decreases. The height of the 
risers will decrease if the comparative- 
cost ratios relating to the new commod- 
ities lie within the original limits; they 
need not if the comparative-cost ratios 
of the new commodities lie successively 
outside these limits. This suggests that, 
as the number of commodities is in- 
creased, a general loosening-up of the 
model may occur, with many more 
treads, each, on the average, less wide 
than formerly. With more commodities a 
smaller change will shift the equilibrium 
position from one step to another.’ 
Something of this kind may be occurring 
even while the number of commodities is 
still quite small. In passing from rela- 
tively simple to more complex trade, 
Graham concludes: 

...In yet more complicated trade, exchange 
ratios will, perhaps, be not quite so insensitive to 
large shifts in demand as in the models so far 
presented, but that, if any change should then 
occur in the ratio of exchange, it will tend to be 
of much smaller magnitude, for a given shift in 


come spent on each commodity, no matter how great 
the changes in income and relative prices; while 
Viner’s argument requires only a situation in which, 
for a limited range, a country would change its de 
mand for each commodity proportionately to 
changes in income only if no change occurred in 
relative prices 

37 Cf. Marshall, of. cit., pp. 323-25. It is possible 
that a similar loosening-up might occur as the num- 
ber of countries is greatly increased, but I have not 
explored this possibility very far 


demand, than that which cam happen, in the 
less complicated trade here depicted, whenever 
a truly catastrophic shift in the relative desira- 
bility of the several commodities takes place. In 
other words, the ratio of exchange will then, per- 
haps, be slightly less stable with respect to 
minor, but not nearly so saltatory with respect 
to major, shifts in demand.* 


Our graphical attempt at translating 
and generalizing the arithmetical model 
suggests then, though it cannot prove, 
that the tremendous rigidity in the arith- 
metical models may be attributable to 
the fact that the latter consider not too 
many but too few commodities and coun- 
tries. With more commodities and coun- 
tries, the difficulty of picking out the 
equilibrium position would increase; and 
some appropriate formal method of 
classifying the possibilities might dimin- 
ish the difficulty.* 

When the classical and neoclassical 
economists spoke of international de- 
mand-and-supply curves, it would ap- 
pear that they were not, as a general 
rule, throwing costs out of account and 
considering only the limbo ratios even 
when they spoke metaphorically of two 

Graham, Theory of International Values, pp 
86-87. As the number of commodities becomes very 
large, the treads and risers will blur into a line or 
curve; its shape might possibly depend both on the 
constant-cost assumptions and on the utility as- 
sumptions; but the graphical method is as restricted 
in these matters as is the arithmetical. To approach 
t danger of serious error requires 
than I possess. In the real world, 
however, the limit is itself an approximation. The 
number of comiorlities is large but finite; and some 
are more important than others 


such a limit witho 
more powerful t 


s* Graham, of course, is quite right in concluding 
that the equilibrium values are determined by the 
total demand and productive capacities of the world 
as a whole acting together; but may it not be logi- 
cally permissible, and convenient for some purposes, 
to classify conditions into those operating in one 
country and those in the rest of the world, so that, at 
equilibrium, all may be brought together and satis- 
fied simultaneously? The rest-of-the-world device is 
awkward, though not logically impossible; and it ob 
scures many of the interesting things to be seen in 
the working of the arithmetical model; but for some 
purposes it is Convenient 
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countries and two commodities,* though 
they may have slipped at times. Rather, 
they were following short-cut methods of 
speech and analysis. Graham’s methods 
permit us to examine under the micro- 
scope a short section of a reciprocal de- 
mand-and-supply curve of a certain type 
(though it does not allow us to see the 
curve as a whole); and this type has the 
peculiarity that it separates out parts of 
the curve where utility assumptions are 
dominant from parts where costs are 
dominant, whereas in curves with dif- 
ferent utility and cost assumptions these 
distinctions would be blurred. This is 
very useful indeed; but it would be dan- 
gerous to suppose that a// the relation- 
ships we see there would be carried over 
to all other cases. If the suggestions of the 
graphic model are valid, we should, per- 
haps, discard the absolute rigidities and 
large jumps as being appropriate to few- 
commodity (and perhaps few-country) 
cases. The inability of changes in the 
terms of trade to induce amy adjustment 
in the balance of payments is, perhaps, 
the result of the special utility assump- 
tions underlying the graphic model. 
However, many interesting and impor- 
tant things may be investigated that 
have more general validity. The conclu- 
sions of the simple model are strictly 
valid within the limits of its assumptions; 


If they were, they should not have been, at 
least when considering conclusions applicable to the 
real world. Graham gives ample proof of that. That 
they were sometimes careless in this respect is illus- 
trated by the fact that, even after accepting Edge- 
worth’s contention that trade might take place at a 
imiting ratio, Bastable retained in his text the dic- 
tum, which might mislead the unwary, that “the 
atio of exchange depends on the comparative in- 
tensity of demand on each side, always, of course, 
yperating within the limits set by comparative cost” 
(Italics mine) (Bastable, Theory of International 
Trade {4th ed.}, p. 27). Also (ibid., pp. 35-36) he 
still leaves the impression that increasing costs and 
cost of carriage are the only factors that permit in- 
complete specialization in the two-commodity case. 


and the view that it gives is valid, too, 
regarding what may happen to preserve a 
given actual equilibrium, in the real 
world, and the circumstances that may 
disrupt it. Its usefulness is not yet proved 
in the general case with respect to pick- 
ing out a new equilibrium if the exist- 
ing one is at all disrupted. The utility as- 
sumptions of this model, while very spe- 
cial, have one important advantage. 
Whether Graham was influenced more 
largely by ease of computation or by his 
own “‘untutored’’ logic,“ he has chosen 
them so as to be quite unfavorable to 
proving his general position that normal 
international values tend to be very sta- 
ble; for he has dealt with demand elas- 
ticities which are, at most, unity. This 
restriction leads him into many unneces- 
sary controversies in strand 3 of the 
book; but it is valuable for his general 
argument. If, when utility functions 
make for inelasticity, the curve as a 
whole is quite elastic, it would seem im- 
probable that, with more elastic utility 


assumptions, it would become less elas- 


tic. 


iil 


But a thorough exploration of level 3 
in response to Graham’s challenge must 
be delayed (the clearing may be done 
better with heavier tools) to strive for a 
glimpse of stage 4. It seems that the 
arithmetical models are less general, in a 
logical sense, than are the neoclassical 
methods, but that, within their own 
limits, they may yield valid conclusions. 
What are their advantages, and how 


4* Graham, Theory of International Values, p. 5. 
His logic is, of course, very keen, however “untu 
tored”’ he may claim it to be. 


42 Of course, as the number of commodities is in 
creased, the inelastic utility assumptions might lead 
eventually to a curve that was inelastic in some im- 
portant sections. However, see n. 38, above. 
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closely can they be made to reflect condi- 
tions in the actual world? 

It is more laborious to use Graham’s 
method than to use the reciprocal de- 
mand curves; and there is danger that 
one may generalize from it too readily by 
selecting a particular set of examples and 
unconsciously including in them assump- 
tions that are not intended and whose ef- 
fects on the answers are not readily 
perceived.*? On the other hand, it does 
display, much more clearly than does the 
two-country, two-commodity method, 
the effects of interrelationships between 
countries, thus enabling Graham to 
reach some brilliant and useful relation- 
ships that could not very well be per- 
ceived by the use of two-country, two- 
commodity curves. It exhibits clearly the 
fact that changes in the commercial pol- 
icy of a large country may lead to a com- 
plex transfer of resources, tending to pre- 
vent or lessen enduring changes in prices 
and that the impact of these is not spread 
evenly over all the other countries. These 
things are concealed by rest-of-the-world 
methods. Both methods conceal the ef- 
fects of changes in commercial policy on 
the international distribution of income 

one by the use of the bale, the other by 
the assumption of constant costs. Neither 
is useful for employment problems. 

It is a very difficult problem to deter- 
mine whether Marshal.’s smooth-run- 
ning model or Graham’s rather jerky one 
reflects more accurately the conditions 
of the real world at this particular time. 
There is no great multitude of political 
countries engaged in international trade, 
and one country is now dominatingly 
large. There has been a change in this re- 
spect since Marshall fashioned his tools; 
and it is, of course, possible that now a 
different short cut to an approximate an- 
swer to some problems may be more con- 


43 But so there is with the curves 


venient. Is the United States now so 
large, and its exports and imports so 
varied, that the possibility of transfer 
ring resources in that country locks very 
large numbers of price ratios rigidly to- 
gether? Are the possibilities there of 
transferring resources at constant oppor- 
tunity costs so great that smaller coun- 
tries whose cost structures resemble close- 
ly those of the larger country can ad- 
just to changed conditions only by either 
dropping commodities and importing 
them from the United States or adding, 
to their list of exports, commodities also 
produced in that country and formerly 
imported from there? Can the necessary 
adjustments in small countries occur at 
approximately constant costs? 

Are resources so mobile within both 
large and small political units that there 
really are, for this purpose, relatively 
few “countries’’ in the world? Are the 
opportunity-cost ratios in certain differ- 
ent political countries so similar that un- 
der constant-cost conditions these coun- 
tries can be treated as one? Is there really 
a multitude of commodities; or are elas- 
ticities of substitution in use so great 
among many large groups of goods that 
they may be considered as one commod- 
ity, so that, in reality, there are fewer 
than there appear to be? 

“Wouldn’t it be nice’’ if the simpler 
arithmetical model could be used to give 
an approximate answer to many of the 
problems of the real world? The conven- 
tional supposition of a large number of 
commodities appears to be a stumbling 
block; and extreme fickleness of tastes is 
compatible neither with a reasonable phi- 
losophy nor with observation. But con- 
sumption habits are not really removed 
from the model; they form the risers. It 
is the substitution elasticities that have 
been most thoroughly removed, except 
on the treads, where they are infinite. 
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Consistent habits of apportioning re- 
sources between different uses, even with 
varying prices, have been left in. It is 
possible to retain the few-commodity as- 
sumption on the utility side if conven- 
tional commodities can be classified into 
large groups such that substitution with 
respect to relative price changes is great 
within each group but small as between 
groups. On the consumption side, then, 
there might be a relatively few super- 
commodities with little possibility of sub- 
stitution among them. The results of 
budgetary studies do not appear to be in- 
consistent with this hypothesis. Initial 
difficulties occur when, on the side of 
production, comparative-cost ratios are 
brought into the picture; for the defini- 
tion of “commodity” has now become 
ambiguous. On the side of production, 
the supercommodity must be defined to 
include all those conventional commod- 
ities that have the same comparative- 
Interesting possibilities of 
appear. In the 
mestic field many of the classes will be 


cost ratios. 


cross-classification do- 
empty; for there will be a tendency to 
produce each supercommodity in_ the 
relatively cheapest way. In the field of 
international trade, however, if produc- 
tion conditions and methods vary from 
country to country (as they must if we 
are to have significantly different coun- 
tries), it is quite possible that several dif- 
the 


classes 


subcommodities in each of 
consumption supercommodity 
will be produced in different countries. 
This has a familiar sound and, if it hap- 
pens often, under constant costs there 
will be a linking effect similar to that of 
the arithmetical model. With increasing 
costs and imperfect substitutability, the 
international price structure will be less 


ferent 


rigidly bound together; but it will be 
difficult to distort it very much. 
lor the last generation Marshall gave 


repeated warning that, in practice, the 
possibility of transferring resources and 
substituting markets made it improb- 
able that a country, by its commercial 
policy, could, in the long run, turn the 
terms of trade very much in its favor ex- 
cept in rare circumstances’ and that 
it was highly improbable that those cir- 
cumstances could be selected by con- 
temporary observers. For this genera- 
tion Graham’s book may perform the 
same task, though his model gives slight- 
ly more rigid and jerky answers. Graham 
points out, in addition, as Marshall in a 
less thoroughly controlled world did not 
do so clearly, that, whatever the hin- 
drances or prohibitions that any one 
country may put on the transfer of re- 
sources within its own borders, the en- 
during gain to it will probably not be 
very gicat. From whatever point of view 
the problem is approached, the equi- 
librium trading position appears not to 
be quite so rigidly fixed as Graham would 
have us believe, but enormously re- 
sistant, nevertheless, to large changes, as 
Marshall believed was true in the normal] 
case. For a large country this conclusion 
is reassuring; but a change which is small 
relative to the world at large may be 
disastrous to a small and specialized 
country even in the long run. 

Little has been said about strand 3 of 
the book. At first, the criticisms are an- 


noying; later they appear as a series of 


interesting and complicated conundrums. 


‘4 Marshall, op. cit., p. 192: “There has, indeed, 
never been the whole of whose exports 
were in such urgent demand abroad, that she could 
compel foreigners to pay any large part of any taxes 
which she imposed on her imports. But England’s ex 
ports approached to it twice. Once they consisted 
chiefly of wool, which was indispensable to Flemish 
weavers. And again, in the first half of the nineteenth 
manufactures 


a country, 


century, they consisted chiefly of 
made by steam machinery, which was not in general 
use anywhere else; toge the r with tropic al produc ts, 


which she had special facilities for obtaining.” 
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Many of them yield easily to the hypoth- 
esis that the dispute is between propo- 
nents of a more general and those of a 
less general model. But at this stage a de- 
tailed examination of the controversies 
would distract attention from the more 
important question, which is, rather, to 
try to discover whether the simpler arith- 
metic model will give usefully approxi- 
mate results over a substantial field. If it 
cannot and cannot be modified to do so, 
it will be necessary to return to the more 
complicated model and re-examine it to 
see whether it has so many empty classes 
that it can be reduced and simplified. 

But this has all been concerned with 
enduring effects.4* Graham’s view—that 
one should search primarily for funda- 
mental causes and have regard primari- 
ly for enduring tendencies—leads him to 
exclude, almost entirely, a consideration 
of the short-run problems of adjustment. 
His emphasis on the enduring aspect of 
things in the economic world is a whole- 
some antidote to some modern short-run 
thinking; but it will bring him into dis- 
agreement with those who believe that 
the temporary changes which may occur, 
even in the face of enduring tendencies, 
are less unpredictable and more impor- 

‘S For a history of the development of short-run 
theory with other cost assumptions see L. A. Metz 
ler, “The Theory of International Trade,” A Survey 
of Contemporary Economics, ed. Howard S. Ellis 
Philadelphia, 1948 
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tant than he believes. Many civil serv- 
ants, politicians, businessmen, econo- 
mists, and voters contend that, 
since the path of the trading position can 
be influenced temporarily as it is pulled 
slowly to equilibrium, as the older view 
would have it (or as it bobs about while 


may 


anchored to a durable structure of nor- 
mal international values, as Graham 
would prefer), it may be worth while to 
try to “gain a brief advantage” or to 
reckon up the gains and losses that ac- 
crue from its erratic fluctuations and try 
to influence them so that the gains will 
predominate and to consider the difier- 
ent kinds of with the 
transfer of resources to different uses. In 
this, are they perhaps partly right? 
Should not some consideration be given 
to the obscuring garments in which the 
eternal verities are currently clothed? 
May not the path to equilibrium affect 
the equilibrium position itself? In any 
event, it may be expected that technical 


cost associated 


and ideological discussion and dispute as 
to the most appropriate means of influ 
encing the short-run course of inter- 
national trade will continue, even after 
this book has been read and digested by a 
large number of readers and its views 


popularized and presented to a still larger 
Even popular discussion, how- 


public 
ever, will eventually be more intelligent 
because this book has appeared. 








COLLECTIVE AGRICULTURE IN ISRAEL 
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I. THE COMMUNITY 
HE collective settlements in Israel" 
are communities, settled perma- 
nently on farms, pooling their 
earnings and conducting, each for itself, 
common households. These communities 
are, as it were, a laboratory? wherein 
those “ideally”? communistic arrange- 


ments, which are generally written off as 
“utopian” are being practiced. It is the 
purpose of this paper to describe their ar- 
rangements, so far as they are of interest 
to the economist; to summarize their eco- 
nomic results to this date; and to draw 
very tentative conclusions concerning 


their prospects. 

Che Israeli collectives are distinctly 
reminiscent of the isolated experiments 
in communistic living with which Ameri- 
can social history of the nineteenth cen- 
tury is studded. The story of the Ameri- 
can communities—except where they 
were held together by rigid theocratic 

* Cf. Edwin Samuel, Handbook of the J ewish Com- 
2d ed.; Jerusalem, 1945), p. 1. The 
community and, the collective 


lement are known by the Hebrew term &itbbutz 


brhbut 


munal Villages 
less accurately, 


rn) 


im are but one, although the most 
t, of a variety of forms of agricultural settle- 
Charles Gide 
New York, 
182; and, particularly, Shmuel Dayan, 
The Smallholders’ Settlement in Pales 
1945), adapted from the Hebrew by 
‘smallholder” settlements each 


1928 |?]), trans. Ernest F. 
Row, 
Voshav Oodim 
tine rel Aviv, 
Lotta Levenson. In 
maintains a separate household and farms in 
Field cr 
lholder”’ 


fro other 


family 
dependently p farming may or may not be 


co-operative ‘Sma settlements are dis 


inguished villages which practice co 


the 
and on rights of 


operation by specific restrictions on amount of 


land which a v wer may oc¢ 


Ss 


ups 


dispositi yn of ho dings 
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control—is uniformly of failure or, if 
there was temporary economic success, 
of conversion to more or less individualis- 
tic forms. In contrast, the Israeli collec- 
tives are thoroughly democratic in or- 
ganization and are active participants in 
the life of the wider community.’ Nor is 
there any specifically religious inspira- 
tion, much less ascetic practice, such as 
accounted for the economic success, for 
instance, of Father Rapp’s communities. 
On the other hand, it may well be argued 
that Zionism, the devotion to the task of 
building a new Israel, and the ideal of 
what Gide calls a “‘communitarian”’ soci- 
ety have been, in the Palestinian com- 
munities, a form of religious enthusiasm. 

The origin of the collective settlements 
lay not in Marxian longings of the 
settlers but in the failure of individualis- 
tic colonization. The principal difficulty 
which explains the unhappy record of 
Zionist colonization from about 1880 to 
1909 was the colonists’ lack of experience 
not merely with the peculiar require- 
ments of Palestinian agriculture but with 
any kind of agriculture. In 1908 the Pal- 
estine Office of the Zionist Organization 
established a farm, on a large scale ac- 
cording to Palestinian standards, with 
labor hired at monthly wages to work 
under the direction of an “acministra- 
tor.’’ One year later the workers struck 

’ The collectives are organized in federations of 
various orientation: religious, middle class, and (in 
great majority) socialist, which, inter alia, foster de- 
velopment of youth groups and their establishment 
on the land. They are also organized in regional and 
nation-wide co-operatives for specific purposes, ¢.g., 
to provide credit, to market products, to purchase 
supplies, to provide auditing, etc 
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when the administrator attempted to 
employ cheaper Arab labor. According to 
Dr. Ruppin, director of the Palestine 
Office, 

... the only way out was to relieve a group of 
the most experienced workers from the direction 
of the administrator and to settle them, as a 
separate unit and on their own responsibility. 
... The contract with this group, drawn up in 
the heat of the strike, contained only a few 
paragraphs; the seven members of the group 
were to receive a very small monthly wage 
(smaller than the usual wage) and, ultimately, 
one-half of the eventual profits of the farm.‘ 


From this inauspicious makeshift, by 
1920 the present form had developed. 
This consists in a contractual relation- 
ship between colonizing agencies, which 
supply land and “settlement budget,”’ 
and the workers organized as a co-opera- 
tive society under Palestinian (now Is- 
raeli) law, each member owning one 
share of value £P. 0.5,5 which is the limit 
of his financial liability.® 

Land is leased to the collective for for- 
ty-nine years, with rent at 2 per cent per 
annum of the value of the land plus im- 
provements. Capital funds supplied by 
the colonizing agencies bear 2 per cent in- 
terest and are to be amortized over forty 
or fifty or, more recently, twenty-five 
years. The funds are provided in instal- 
ments, with interest and amortization 
payments to begin, as a rule, five years 
after settlement.’ To the capital funds 
Three 


1930), p. 133 


‘Arthur Ruppin, Decades of Palestine 
Jerusalem, 

’ The value of the Palestine pound (£P.), which 
was the standard currency until May, 1948, was 1 
At present the official rate 
) to $2.80. 


English pound sterling 
of exchange is 1 Israeli pound (£I 

®*Y. Harari, “‘Economic Background of the Kib- 
bulzim,” Youth and Nation, May, 1948, p. 4. Samuel, 
op. cit., pp. 61 ff., “The Constitution of the Jewish 
Communal Village” (Standard Rules under the Co- 
operative Societies Ordinance, 1933) 


7In 1936 the Palestine Foundation Fund (Keren 
with the 


Hayesod) entered into “final contracts’ 
older settlements. Write-downs of investments aver- 


provided by the Zionist societies, the 
colonists add their own meager savings. 
These are the result of earlier years of 
combined efforts, during which the mem- 
bers of the prospective settlement, while 
working as hired laborers, pool earnings 
and, as far as possible, conduct common 
households in order to prepare them- 
selves for collective living. After settle- 
ment, jthe amount of “own means,” or 
capital, is increased by savings. Table 5 
in the appendix to this article shows own 
capital of 106 collectives as of September 
30, 1945, amounting to LP. 868,725, or 
10.3 per cent of total invested capital 
plus borrowed funds.*® 

Collective farms range in area from 
less than 100 to more than 3,000 acres, 
depending on population and quality of 
land. According to Muenzer, 94 collec- 
tives occupied an area of 316,283 dunams 
at the end of the year 1942, an average of 
3,305 dunams, or 774 acres.’ The total 
population of the 94 was 24,139, an aver- 


aged about 30 per cent, and the year 1925 was taken 
land valuation (A. Ulitzur, Founda- 


Years of Activi 


as a basis fo 
tions: A Survey of < ) ty of the Palestine 
Foundation Fund (Jerusalem, 1946], p Accord 
ing to G. Muenzer, Jewish Labour Economy in Pales 
tine (London, 1945), p. 22, 
all land in use in 1943 was £P 
The average price ol all land 


average purchase cost of 
5 per dunam, or 
about $120.00 
including urban residential and industrial sites) 
purchased by the Jewish National Fund (Keren 
Kayemeth Lelsrael), which supplies land, rose from 
about $64.00 per acre (£P. 4.08 per dunam 
22.4 per dunam) 


per acre 


, in 1939 
40, to about $352.00 per acre (£P 
in 1945-46 (Report on the Activities of Keren Kaye- 
meth LeIsrael, Lid 


See also Samuel, of. cit., 


Jerusalem, 1946], p. 13). 
Appe ndix E, for cost of 
land, total cost of settlement, investments of Keren 


Hayesod, and amounts written off, by settlements 

Muenzer, op. cit., Table 
“own means as percent of investments,” in 
28 settlements) 


Ci 10, p. 25, which 
shows 
creasing irregularly from 3.5 (1933, 
per cent 1942, 133 settlements These 


“smallholder” 


to 15.4 


settlements” villages and 


include 
communities of urban workers 
* Jhid., 


dunam is 1,000 sq 


and 16, pp. 20 and 38. The 
One 


Tables 5 


meters acre equals 4.345 


dunams 





age of 256 persons. Thus the 94 collec- 
tives occupied 3.03 acres per inhabitant. 
This average, however, conceals wide 
variations, for instance, between Ramat 
Hashofet, established in 1941 in the hills 
of Samaria, practicing mostly dry farm- 
ing, with a population of 199 on 5,466 
dunams, and Givat Brenner, established 
in 1928, with a population of 1,018 on 
1,425 dunams."° 

With such limited land resources, cul- 
tivation must be very intensive. As-far as 
water and capital resources permit, land 
is irrigated; and in many areas three, and 
even four, crops are obtained annually. 
Dairy cattle are confined to small areas, 
and much hay and fodder is imported. 

Living quarters, consisting of one- 
room “homes’’ for each family, are 
grouped about the community buildings, 
dining hall, kitchen, lavatories, etc., with 
utility and farm buildings near by. In 
most, though not all, communities, chil- 
dren are cared for by trained personnel in 
special quarters. | might add, though 
such considerations exceed the scope of 
this paper, that the physical separation 
of children has not weakened family rela- 
tionships." 


|, op. cit., Appendixes E and H, popula- 
Cf. Robert R. Nathan, Oscar Gass, 
and Daniel Creamer, Palestine: Problem and Promise 
(Washington, 1946), p. 2¢ 
1941-42 had an average farm area of 34 dunams, or 
9.4 acres “per person employed in agriculture.” 


oamut 


tions as of 1943. 


1. Collective settlements in 


' Families consist of man and wife and children, 
if any. In socialist collectives, legal marriage is per 
formed only if there are children, in order to avoid 
“illegitimacy.”’ These communities 
permit separations withovt disqualification 


children are a charge on the community, mothers 


disadvantages of 


since 


mic disadvantage in the event of sep 
relationships are, so far as I have 
ul d by all acc ounts, muc h 


In ex 


more 
American communities 
zard the guess that the ease of 
pirit of mutual consideration, 
maintain in societies where the 
husband is aware of his partner’s economic depend 
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Each community governs itself by 
means of a “general meeting,”’ in which 
all members participate equally. Numer- 
ous committees are either elected or ap- 
pointed to supervise the multifarious ac- 
tivities. Labor is allocated by means of a 
““duty”’ sheet, posted outside the dining 
hall. Everyone who can must work; and 
men and women, so far as possible, share 
equally. The standard work day is eight 
hours, although, under the stress of guer- 
rilla attack and war, this standard has 
not been realized. According to Samuel,” 
the average number of days of produc- 
tive work ranges from 250 in the younger 
communities to 268 per year in older 
communities. Nonwork days include 
Sabbaths, holidays, vacation, 
etc. Older collectives tend to lose fewer 
days due to inclement weather because 
they have developed alternative indoor 


illness, 


jobs. 

In the beginning, workers were shifted 
from one job to another in accord with 
extreme egalitarian ideals, but more re- 
cently they tend to stick to particular 
tasks. On the other hand, some mem- 
bers' remain a sort of casual labor force 
and thereby suffer no disability in social 
standing, or otherwise, in the communi- 


ty. Compensation consists of food, shel- 


ter, medical services, opportunities for 
cultural participation, and care of de- 
pendents. Member-workers, with excep- 
tions, own no property as individuals and 
have no use for money except when they 

? Op. cit., p. 23. Samuel’s data supplied by Statis- 
tical Department of the Jewish Agency. 

's The residents of a collective include, in addition 
to members and their children, candidates for mem- 
bership, to be voted in or rejected by the general 
meeting after a probationary year; recent im ni- 
grants, including youths and children, who are being 
trained for life in Israel; a physician, provided by the 
sick fund (Kupath Holim) of the General Federation 
of Jewish Labor, in which the members are insured; 
the physician’s family; and perhaps a few specialists 
or workers hired to develop a new branch of industry 
or agriculture 
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travel—in short, the communist prin- 
ciple, “from each according to ability, to 
each according to need.”’ 


II. PATTERNS AND PLANES OF LIVING 

There are two very distinctive aspects 
of consumption within the collective: 
first, the extent to which the community 
is self-sufficient and, second, the com- 
munal pattern of living, that is, the use 
of common kitchens, laundries, lava- 
tories, nurseries, etc. Self-sufficiency re- 
flects the diversification of production. 
Communal patterns of consumption, be- 
cause they make possible higher planes 
of living, are an essential factor in the 
economic success of the collectives and 
also the most uncompromising expres- 
sion of collectivist ideals. 

The communal pattern of consump- 
tion, like co-operation in agriculture, was 
the result of economic necessity rather 
than of doctrinary preference. Even the 
“astern European standards of living to 
which the immigrant Jewish laborer had 
been accustomed were far above the con- 
ditions of the Palestinian (and other) 
Arab fellahin..* And, while the Jewish 
farm laborer was ready to undergo ex- 
treme hardship, he could not accept pri- 
vations which would have made impos- 
sible the social and political values which 
were his goals. 

\ tolerable plane of living was reached 

14 Cf. Nathan ef al., op. cit., pp. 152, 197-98; and 
Jernard D. Weinryb, “The Arab Village in Palestine,” 
Palestine Affairs, 1, No. 10 (November, 1946), 2-3 
“The literacy of the population in the five villages un- 
der discussion was found to be low— about one-third 
of the males and one percent of the females were lit- 
erate.”’ Weinryb quotes the following description of 
the Arab village of 1936: “The houses of the village 
consist of small huts with no windows and no venti 
lation The house is separated into two parts. In 
one part, lower than the other, are housed the fellah’s 
cattle, together with his workers—if any are em 
ployed. The whole family sleeps on straw mats 
while on the primitive oven smokes the cattle dung 


” 


which warms the place 
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in part by increased productivity, 
achieved by co-operative farming, with 
its specialization and use of machinery. 
Jewish per capita agricultural production 
is, in fact, despite very limited land re- 
sources, much greater than that of the 
primitive Arab cultivator.'’ Of equal im- 
portance are the stretching of income and 
saving of labor which are made possible 
by the communal institutions of con- 
sumption. 

The economic advantages of commu- 
nal living arrangements may be sum- 
marized under three headings: first, less 
per family capital investment in house- 
keeping facilities, although some of this 
saving is absorbed by the cost of modern, 
often American, labor-saving equipment; 
second, less waste of supplies, particular- 
ly food; third, reduction of the amount of 
labor required for the “household’’ 
branches of the economy, and its availa- 
bility for “income-bearing”’ branches; al- 
though here again a large part of the 
saved labor may be reabsorbed by the 


exceptional standards of child care and 
schooling, and by the eight-hour work 
day in nurseries and kitchens.”® 


Living arrangements are quite flexible, 
varying among the communities, and are 
also elastic, falling or rising according to 
income. The particular use to which an 
increment of income is put is, of course, 
a matter decided by the community. The 
and Economics in the 


Part IT and chart, p 
150) state that per 


's Alfred Bonné, State 
Viddle Fast (London, 1948), 
210. Nathan ef al. (op. cit., p 
capita income of persons gainfully occupied in agri 
culture in Palestine in 1936 for Jews was £P. 52, non 
Jews, £P. 24. The former average combines incomes 
of workers in the collectives and in the several! other 
types of agrit ulture 

" Cf. Nathan ef al., op. cit., p. 203: “It seems re 
markable that the cooperative villages with 12 per 
cent more of their total population under age 17 
should have had only 2 percent less gainful employ- 
ment. This reflects the greater frequency with which 
women in the cooperative villages work in the fields 

” 


as well as care for the children 
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general meeting may, when adopting the 
annual budget, plan to use available 
prospective income (1) to limit or reduce 
the number of hours of daily work or in- 
crease the number of holidays; (2) to 
raise standards of living and education; 

3) to provide for an increased number of 
children; (4) to receive and train immi- 
or invest income in 


17 


grants; (5) to “‘save,”’ 
productive resources 
With respect to hours 


days of rest, the collectives compare very 


of work and 


favorably with even the most prosperous 
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In particular, many American house- 
wives might envy a mother on the collec- 
tive farm her hours of release, and equal- 
ly so the American farmer, particularly 
the one-man dairy farmer of the typical 
midwestern diversified farm. 

With respect to consumption, com 
parison must be qualified. Food, cloth- 
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sionally, and home consumption of dairy 
and poultry products—except in the chil- 
diren’s dining hall—is restricted in order 
to increase cash income. 

On the other hand, standards of child 
care'* and opportunities for adult cultur- 
al participation are unexcelled. Finally, 
the residents of the collective enjoy med- 
ical and health services and the relief 
from anxiety of a complete system of so- 
cial security, provided throughout life to 
each member and his family so far as the 
ability of the collective permits 
E 1 
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Small families, though a matter of in 
dividual family determination, are part of 
the price paid for the exceptional stand- 
ards of child care. In this connection it is 
argued by opponents of the collectives 
that the number of children is insufficient 
to reproduce the population. The data of 
Table 1 indicate that there may be some 
basis for the charge. The number of chil 
dren, it will be observed, is less in every 


he collectives Spe nd too 


and 
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group than the number of workers, and 
the number of children per worker in the 
smallholders’ villages is considerably 
greater than in the collectives. On the 
other hand, the population of all collec- 
tives is still young,’ and the number of 
children per family tends to increase with 
the age of the settlement. 

The fact of voluntary limitation,of the 
size of the family appears to contradict 
the reasoning of theorists who fear that, 
if the community accepts full responsi- 
bility for children, there will be excessive 
numbers. Members are acutely aware of 
individual responsibility in this, as well 
as in other, respects. | recall that, in 
1939, most families in Ein Hashofet”* had 
one child. In 1947, many families had 
two children, and none, so far as I know, 
more than three. Feitelberg™ reports that 
the average number of children per fami- 
ly in Afikim was (1946?) two and that 
the largest number of children in any 
family was six. 

The last two categories of expenditure 
are not properly consumption at all. The 
reception and training of immigrants is a 
major contribution to the work of nation- 
al rehabilitation. In the same category 
are the heavy losses of labor when mem- 
bers volunteer for military or outside 


political work. In these cases the depend- 


ents of the absent member continue as 
full participants in the community; and 
relief from financial worries no doubt 
helps to explain the extraordinary per- 


'? Members of Afikim range (19467) in age from 
nineteen to fifty, but the average age is thirty-two 
Lionel Feitelberg, Afikim: The Story of a Kibbutz 
[Tel Aviv, 1947], p. 41) 


Ein Hashofet, that is, ‘Well of the Judge,” 
e late Justice Brandeis, a colony affili 
Hatzair 
hill 


named for t! 


ated with the left-wing Hashome (Young 
Guardian) movement, is in the country of 
miles southeast of Haifa. About half 


he United States 


Samaria, a few 
| 


its members are immigrants from 


and Canada 


2 Op. cil., p. 41. 
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centage of members who volunteered for 
military service during World War II 
and in the war of 1948-49. 

The decision to invest income in new 
facilities or to pay debts previously con- 
tracted can be, in view of the high mar- 
ginal utility of income used for consump- 
tion, no light one. Nonetheless, even the 
oldest collectives continue to invest 
much labor and cash income in land mel- 
ioration, irrigation, fish ponds, industrial 
undertakings, and buildings. ‘These proj- 
ects are undertaken primarily with an 
eye to providing for expanding popula- 
tions and secondarily with the hope of in- 
creasing income. 


III. DIVERSIFIED PRODUCTION 

The first collectives raised field crops. 
They could not do otherwise because the 
Jewish laborers were completely without 
knowledge of dairying, poultry-raising, 
truck gardening, etc.” But monoculture, 
with its seasonally fluctuating labor re- 
quirements was peculiarly ill adapted to 
the more or less constant labor supply. 
Either the collective had to hire outside 
labor, which, in any event, cannot always 
be avoided, or workers would be idle 
much of the time. 

Diversification has proceeded in two 
directions: first, the various branches of 
agriculture, including dairying, poultry- 
raising, horticulture, tree nurseries, fores- 
try, apiculture, and fish ponds, and, sec- 
ond, the development within the colony 
of industries. In addition, members of the 
colony continue to work “‘outside,”’ espe- 
cially for citrus growers, in towns, and as 
drivers for interurban bus lines. The lat- 
ter are Israel’s principal means of trans- 
portation, and the operating companies 
are co-operatives, in which the collec- 

2 Joseph Baratz, Dagania: The Story of Pales 
tine’s First Collective (“Palestine Pioneer Library,’ 
No. 1 |1943]), tronslated from the Hebrew 
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tives are shareholders. If possible, out- 
side workers reside within the collective, 
sharing its income as do other members. 
Their wages are often a significant part 
of the cash income, particularly of 
younger collectives when orchards and 


fish ponds are not yet producing. 

Not all branches of production are 
profitable, if all costs are included. In the 
past, prices of eggs and vegetables, in 
particular, were low, because of competi- 
tion of Arab growers, both in Palestine 
and in near-by Syria. Nonetheless, vege- 
table and egg production, as well as can- 
ning of fish and fruit, are considered ad- 
vantageous because labor is thereby em- 
ployed which otherwise would be idle. 
Again, a branch may be developed, de- 
spite its low revenue product per day of 
labor, because it permits intensive use of 
land?! or capital. Muenzer* estimates the 
cost per family of agricultural settlement 
at about £P. 800, at prewar prices, com- 
pared to an investment of £P. 300 per 
worker in industry, or, if proportionate 
cost of housing, schools, etc., be included, 
of £P. 500 per industrial worker. 

Diversification, of course, makes the 
collective more self-sufficient and less 
vulnerable to the market fluctuations 
which plague monoculture. In addition, 
the cost of maintaining the population is 
reduced by the elimination of marketing 
costs of produce consumed within the 
collective and by the utilization of fruits 
and vegetables which would be unsal- 
able. The relative importance of various 
branches and the proportions of various 
products which are consumed “‘internal- 
ly’’ in Heftziba, a collective in the upper 

Cf. Nathan et al., op. cit., Table 8, p. 205, from 


ied studies by Dr. L. Loewe and Dr. L. Op 
Land requirements per worker range 


unpublis| 
penheimer 
from 8.6 dunams per worker for citrus orchards and 
11.5 dunams for irrigated truck gardens to 365-475 


dunams per worker for unirrigated field crops 


4 Op. cit., pp. 37-38 


Jordan Valley, are given in Table 6 in the 
appendix. 

Industries in the settlements have 
grown, for the most part, out of work- 
shops and repair-shops. The box and ply- 
wood factory of Afikim, today probably 
the best equipped of all settlement indus- 
tries, originated in a primitive workshop 
before the group was settled. Members 
undertook, with the simplest tools, to 
make crates for shipment of citrus fruit 
when, after World War I, the boxes in 
which the British army had imported 
petrol were no longer available.*s 

Yet today, in spite of rapid develop- 
ment recently, industry is in all colonies 
subsidiary to agriculture; and regular 
production for the market is exceptional. 
The few well-equipped canneries, in 
larger settlements, process home-grown 
fruits and vegetables. Others are primi 
tive indeed.*? Even the mechanized fac- 
tory at Afikim employs an average of 
only forty-seven workers, including agri- 
cultural workers brought inside when 
field work is light.** 


5 Feitelberg, op. cil., p. 24 
* Cf. appendix, Table 4. Income from workshops 
106 collectives) in 1945-46 was less than one-third 
of income from agriculture. Samuel (Handbook, Ap 
pendix G) lists (apparently as of 1942) 46 “work 
in 30 collectives, of which 19 employed fewer 
“small work 


shops 
than 10 persons each, and also 124 
shops” with 237 workers 


In July, 1947, I visited the recently founded 
Revivim in the southern desert region. About ten 
young men and women were canning fish which had 
been hauled overland from the gulf of Aqaba. The 
cannery was a shed without mechanical equipment 
Muenzer 


for sealing, loading, etc op. cit., p. 58) 
names only two “preserves factories” which “may 
well be compared with medium-sized undertakings 
of this sort in Europe’; cf. also Joshua Ziman, The 
Revival of Palestine (New York, 1946), pp. 101 fi 


8 Feitelberg, op. cit., p. 26. Muenzer (op. cit., p. 
58) says that “at the beginning of 1943, between 100 
and 200 hands were employed in this factory.” 
Afikim also operates a shop which produces bed 
steads, kitchen utensils, and metal fittings, mostly 


for internal use. The budget, or plan, for 1945-46 
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Other village enterprises include con- 
valescent and vacation homes and hos- 
tels. Guest houses are patronized chiefly 
by members of the Kupath Holim. The 
collectives save marketing costs on food 
served in them, thus increasing the de- 
gree of self-sufficiency. 

The competition of rural with urban 
industry has aroused, as might be expect- 
ed, apprehension among urban manufac- 
turers. Charging unfair competition, 
they refer to the subsidization of the col- 
lectives by the colonizing agencies, the 
noncompetitive compensation of skilled 
workmen and managers, and the ques- 
tionable profitableness, if all costs are in- 
cluded. On the other hand, in 1947, a 
group of capitalists, with the active co- 
operation of Palestine’s largest textile 
manufacturer (Ata, of Haifa), was plan- 
ning a corporation to participate in the 
financing of shops in the colonies to cut 
and sew cloth supplied by the new firm 
on a contractual basis.” 


The future of village industry is, of 


course, uncertain. Those enterprises 
which process locally grown produce or 
which are based upon natural advantages 
and use labor which would be unem- 
ployed or upon products on which mar- 
keting costs are saved would appear to 
have excellent prospects. On the other 
hand, even in the small country of Israel, 
some industries suffer by reason of re- 
called for the employment of 13 workers (average) in 
this shop. Of the 442 workers budgeted by Afikim for 
1945-46, 218 were required for “‘non income-produc 
ing,” that is, household work and child care. The re 
maining 204 were distributed as foliows (Feitelberg, 
op cil., p 37) 

Agriculture ; 

Industry 77 

Outside work 2 


Servicing 25 
Work on investment capital 1 


“Capital investment” includes road-making, build 


ing construction, irrigation installations, et 


* Information supplied by Mr. Ernest Kahn, 


Jerusalem, August 23, 1947 


moteness from markets. Again, even if 
labor is drawn from neighboring colonies 

as at Afikim—the possibilities of large- 
scale production are limited. Finally, the 
advantage of lesser capital investment 
per worker either cannot be retained or 
will preclude the use of modern equip- 
ment, except in such industries as can- 
ning and cutting and sewing. This, how- 
ever, would indicate a limitation, and the 
possible abandonment only of certain of 
the present more ambitious experiments, 
such as precision tools and agricultural 
machinery. 


IV. FINANCIAL ASPECTS 


Accounting is a highly developed and 
completely standardized art among the 
collectives. Each settlement adopts an 
annual budget and submits a detailed an- 
nual report of operations to the Audit 
Union of Agricultural Labor Settlements 
at Tel Aviv.*® Thus results can be com- 
pared, and consolidated income and ex- 
penditure accounts and balance sheets 
obtained. Summarized data from these 
reports are given in Tables 4 and 5 in the 
appendix. 

Separate accounts are maintained for 
the various “branches.’’ The value of 
produce ‘‘consumed internally,’ as the 
phrase goes, is credited to the productive 
branch and charged to ‘‘maintenance of 
population” at values determined by the 
Audit Union.” Jointly incurred expenses, 
such as maintenance of machinery, 
trucks, workshops, and depreciation and 

© The Central Bank of Cooperative Institutions 


also receives reports from its debtors, which include 
most or all of the collectives 

* Cf. Muenzer, of. cit., Tables 14 and 18, pp. 34, 
47, which are consolidated accounts for several years 
prior to 1943 

32 According to Mr. A. Green, chief accountant of 
the Central Bank for Cooperative Institutions, Tel 
Aviv, the Audit Union bases values on “the actual 
investment in materials and working days” (letter 
August 12, 1949 
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also “maintenance of population,’’ that 
is, the total of household expenses, which 
is also the cost of labor, except hired la- 
bor, are not allocated to the branches. 
But a record of the number of days of 
labor employed in each branch, both 
“productive” and “household,” is kept, 
and the average cost of each day’s labor 
can be computed,’ by dividing the total 
cost of maintenance of population by the 
actual number of work days. In this way 
the cost of labor (skilled, casual, mana- 


TABLE 2* 
NUMBER OF COLLECTIVES REPORTING PROFITS 
AND LOSSES, YEAR ENDING SEPTEMBER 30 
1045, BY AGE GROUPS 


Report 


1gO9g 
1932 
1930 
1935" 4 


“W ar-babies’ 


otal 


Rank for ( Jerusa 


* Data supplied by Centra 


plied operatives, 
em, and Audit Union 


gerial, household, or “income-produc- 
ing’) is computed as though it were of 
equal value, and each worker carries a 
proportionate share of all the expenses of 
the common household. 

The consolidated accounts indicate a 
net loss for the 106 reporting collectives 
of LP. 52,797, or (at LP. 1 to $4.00) 
about $210,000 from operations in the 

For Heftziba 


ending September 320, 


see appendix, Table 4), year 
1946, this was £P. 0.746, 
which is £P. 31,406, “maintenance of population,” 
divided by 42,095, which is number of work days 
cf. Meyer Levin, ‘‘Budget of a Fish Factory,’’ Com 
April, 1947, pp The budget of Kfar 

Blum, founded 1942, popt , for 1946-47, 
provided annual per capita expenditures: clothing, 
0; shoes, $15 vacations, 


ickne nsul : 


mentary 352 


ilatior 


housing, $24.00; 
ance, $24 
etc... $30 food 


on ne 
; “cultural,” $8 


’ 


per day 


year ending September 30, 1945. To that 
date, accumulated losses amounted to 
£P. 129,350, or more than $500,000.54 
The loss in 1944-45 was about two-thirds 
of 1 per cent of total income. The aggre- 
gate accumulated losses amounted to 
about 1.5 per cent of total assets and 
about 15 per cent of the members’ ‘own 
capital.’’ The consolidated accounts in- 
clude, of course, the less favorable re- 
sults of the younger and youngest colo- 
nies. But collectives of every age group, 
as Table 2 indicates, were among those 


‘ 


showing losses. 

With the exception of the war years, 
the consolidated results have, | believe, 
always indicated net losses.** The year 
1944-45 was, on the whole, prosperous 
for Palestine; but the collectives suffered 
from the increasing competition of Arab- 
produced and imported foodstuffs* and 
decreasing demand from the armed 
forces. 

The facts of heavy fixed charges and 
flexible labor costs must not be over- 
looked when an attempt is made to eval- 
uate the significance of unprofitable oy 
erations. Depreciation, in the year end- 
ing September, 1945, amounted to 
LP. 550, 603 and interest to LP. 279,963, 
altogether about sixteen times the 
amount of the aggregate net loss from 
operations. Depreciation in that year was 
about 9.3 per cent*’ of the fixed invest- 
See appendix, Tables 4 and 5 


Cf. Muenzer ip. cul., for the 


vears 1937-42 


Table I » Pp 47> 


The British mandatory government was widely 


blamed in Jewish circles for failing to protect agr 
neighboring lands and 


against imp rts trom 


culture 


for refusing foreign exchange for purchases from 


\ustralia, Canada, etc., thus forcing purchase at 


ugher 

Muenzer 
37-42, an average ol 
” Der 


r cent for dwelling and assembly 


I prices from neighboring countries 


op. cil., pp. 35-3 stimates that, in 


ars 19 7 percent ot invest 


e “written off reciation is charged at 


buildings 
irrigation installations, 


Idings percent 





COLLECTIVE AGRICULTURE IN ISRAEL 39 


ment accounts, and interest about 3.7 
per cent of all borrowed capital. This 
average rate lumps together the high 
rates paid on loans obtained from private 
sources, moderate rates on loans from 
semipublic agencies and banks,** and, 
finally, the 2 per cent charges due after 
five years on “settlement budgets.”’ 
Rents are not reported separately, but 
payments on this account are not now a 
significant charge.*? 

Rental payments and fixed charges on 
settlement budgets are, in fact, not obli- 
gations in the ordinary sense. If a colony 
is unable to meet contractual obligations, 
terms are adjusted, as occurred in 1936.* 
Heavy investment during recent years at 
inflated prices indicates the possibility 
that re-evaluations may again be neces- 
sary. Costs of lands and buildings are, in 
fact, the share of the Zionist colonization 
societies in the equity capital of the col- 
lectives. 

The fact that capital investment in ag- 
riculture in Israel, which is not profitable 
in the ordinary sense, that is, it will not 
amortize 


yield revenues sufficient to 
costs or cover depreciation and, in addi- 
tion, a net return (interest) above cur- 
rent expenses, is perhaps unfortunate but 
has nothing to do with economic viabili- 


4.7 per cent; (orchard) plantations, 3 per cent; roads 
and fences, 8 per cent; draft animals, 6 per cent; 
dairy cattle, 10 per cent; sheep and goats, 3.5 per 
cent; furnishings and machinery, “‘to about 23 per 


cent.” 


8 Tbid., Table 17, pp. 42-43. 


9 The Jewish National Fund, which owned title 
to the land occupied by 206 of the 303 Jewish vil 
lage s in Palestine on S« pter ber 30, 1946, received 
total rental payments on this land (not including ur- 
ban land rentals) of £P. 127,047 in seven years, from 
1939 to September, 1946 (Report of the Activities of 
Keren Kayemeth Lelsrael, Lid., p. 39). 

# Cf. n. 7 above. See also Samuel, Handbook, Ap- 
pendix E, amounts written off by Keren Hayesod, 
by settlements 


ty. High-cost investment reflects the 
peculiar nature of the Jewish settlement 
in Israel, the extreme urgency in view of 
conditions in the Jewish Diaspora, and 
the extraordinarily high cost of land. The 
latter condition, in particular, stands in 
complete contrast to colonial develop- 
ments elsewhere. The high costs of initial 
settlement must be looked upon as one- 
time capital expenditures in Jewish re- 
habilitation. In so far as the colonists are 
able to repay them or to pay rent or in- 
terest on them, without unduly depress- 
ing planes of living (or numbers of chil- 
dren), there are clear advantages: possi- 
bilities of more rapid extension of settle- 
ment and development by means of the 
funds thus obtained and the borrowing 
made possible by evidence of regular in- 
come. But, if payment of rent and inter- 
est or even repayment of “‘settlement 
budgets”’ is impossible, the capital ac- 
counts must be scaled down or written 
off. The write-downs, or capital losses, are 
the price paid—a ransom, as it were—for 
release and redemption of Jews in Europe 
and Moslem countries. 

So long as the collectives or small hold- 
ers or other colonists are able to accumu- 
late reserves or meet payments on the 
capital investments which depreciate 
that is, buildings, fences, installations, 
machinery, as opposed to purchase prices 
of land, cost of land melioration, etc. 
they are as solvent as the American farm- 
ers who have purchased land at prices 
higher than they can obtain if they sell 
but whose receipts cover current costs 

On the other hand, even if colonization 
loans be included with “own capital” as 
equity capital funds, the collectives are 
in desperately illiquid condition. Older 
settlements are, in general, not so badly 
off as those more recently established; 
but the consolidated current liabilities 
even of the 23 “‘older’’ collectives exceed 
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current assets." This unfortunate situa- 
tion reflects the extreme scarcity of long- 
run investment funds in the Israeli econ- 
omy as a whole and clearly indicates that 
collectives have financed capital im- 
provements with short-term loans. In 
spite of semipublic and co-operative 
credit institutions, many colonies must 
buy supplies wherever possible on credit, 
paying higher prices and high rates of in- 
terest. In addition, the scarcity of capital 
forces the collectives to postpone much- 
needed investment.” 

The flexibility of the cost of “‘mainte- 
nance of population,”’ that is, labor costs, 
is significant with respect to economic 
viability. In this connection the relative- 
ly small profits and losses of past years, 
far from being accidents, are the results 
of careful planning. Ordinary private en- 
terprisers are faced with unit labor costs 
which are determined wholly, or in large 
measure, by outside factors. The collec- 
tive, on the contrary, is able, within 
limits, to tailor the cost of labor (main- 
tenance of population) to available in- 
come. If income rises, it can plan, as indi- 
cated above, to raise planes of living or 
to invest in order to accommodate in- 

# Appendix, Table 5. 

42 For instance, Kfar Szold, situated close to the 
Syrian border (population in 1946, 326 on 3,600 
dunams), on September 30, 1946, owed £P. 85,000 to 
debtors other than the colonizing agencies. Of this 
amount, approximately £P. 60,000 was, in the ter- 
minology of the collectives, “orderly indebtedness,” 
owed, that is, to banks and other recognized lending 
institutions. The balance consisted of merchandise 
credits (£P. 14,000) and “bills payable.” On the 
“orderly indebtedness,” interest paid was about 
£P. 3,750, or an average of about 6} percent. On the 
remaining debt, £P. 1,372 interest was paid, or 
about 54 percent. However, merchandise debts were 
in large part owed to co-operative purchasing socie 
ties, in which Kfar Szold held shares and on which 
little or no interest was paid. Interest on some of the 
bills payable amounted to as much as 13 or 14 per 
cent. Total interest paid, 1945-46, was £P. 5,122, 
which is to be compared with a net loss of £P. 2,618. 


I have been informed that Kfar Szold received a 
long-term loan of about £P. 25,000 early in 1948. 


creasing population. The former desider- 
atum has, until now, generally been es- 
chewed in favor of the latter, but not en- 
tirely. Planes of living in most of the 
older colonies have risen, and this rise 
indicates the possibility of “tightening 
the belt”’ if that becomes necessary. 
Thus far, the economic balance sheets 
and prospects of the collectives appear to 
be favorable. There are, however, nega- 
tive factors. In the first place, a consider- 
able part (proportionately more in 
younger than in older colonies) of the la- 
bor of the colonists is applied to develop- 
ment and expansion, including road 
building, afforestation, land reclamation, 
and services to immigrants, especially 
children and youths. Some part of these 
expenditures is covered by profits or sav- 
ings. For the rest, the colony receives 
payments, or loans, which are instal- 
ments of the settlement budget, for this 
work. In annual statements the collec- 
tives list these items as deductions from 
expenditures.*} If there is any continuing 
subsidization of the collectives by the 
colonizing agencies, it must consist in 
payments on these accounts in excess of 
costs or the values of products. But it is 
generally agreed, or claimed, that pay- 
ments on these accounts, particularly for 
the care and training of youthful immi- 
grants, do not cover costs. Nevertheless, 
this work is a source of income and em- 
ployment, and the collectives must even- 
tually develop alternative uses of labor 
when a more mature stage of economic 
development has been attained. At pres- 
ent, there is a general shortage of labor 
in the colonies. But, as the Israeli econo- 
my—perhaps many years from now 
4) Appendix, Table 4, “Expenditures.” The total 
amount of these deductions was £P. 632,341, or 
about 8 per cent of (other) income. Part of this total, 
including much of the £P. 341,587 “allocated to in- 


vestment accounts,”’ was not supplied by the colo- 
nizing agencies 
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matures, the present ‘‘sellers’ market’’ 
for products of labor is unlikely to con- 
tinue. 

There is one element of possible sub- 
sidization which, from the long-run point 
of view, may be significant. This is the 
above-mentioned fact of insufficient 
number of children to maintain popula- 
tion. Like other colonial communities, 
the collective is able to devote a larger 
proportion of its labor to directly produc- 
tive activities because of the continuing 
influx of men and women in their most 
active years. Considerations of this sort, 


lectives, he hesitated ‘‘to make any fore- 
casts,’ referring to the smallness of 
Palestine, the growing Arab population, 
the inadequacy of the Zionist funds, and 
subsidization.‘ 
Somewhat more than 
have elapsed since Gide wrote. During 
this period of practically continuous dis- 
turbance, the agricultural collectives 
have produced income sufficient to pro- 
vide decent livings for workers and their 
families and have more than covered cur- 
rent outlays (not including costs of new 
investment and rehabilitation and train- 


two decades 


TABLE 3 


NUMBER OF SETTLEMENTS, POPULATIONS, AND AREAS, BY TYPE OF COMMUNITY, 1942* 


Ne f Villages | Population 


| 


tal Occupied 
Area 


Dunams 


| in Agricultur 


I 
No. Employed | 
e | 


118,85 





Individual 4° 05,301 5,290 310,375 
Co-operative go 23,506 Q,15! 201 , 137 41,033 
Collective So 27.907 5,349 251,091 42,94 


Other 14 14,442 1,224 9.454 4,304 


Jewish Agriculture, quoted from Nathan et al., op. cit., p. 200. “‘Co-operative” villages include both 
see n. 2 above) and other villages, which practice co-operation in marketing, etc., but without 
Other"’ includes agricultural! schools, semiurban villages, and workers’ quarters 


* Jewish Agen 
the ‘‘smallholders 
specific limits t 


y, Census of 
settlements 
izes of holdings 


however, belong among those sociological ing of refugee immigrants). They have, 


factors which cannot be reduced to the 
exactness of balance-sheet calculations. 


V. SURVIVAL: NONECONOMIC ASPECTS 

Gide, in his study of communist and 
co-operative societies, says that “we can- 
not point to a single example of a really 
communist society which has really suc- 
ceeded. But we have seen several which 
lasted a long time, some of them for over 
a century, and that is proof that they are 
practicable."*** Gide’s study was pub- 
lished originally in 1928, when not more 
than twenty-three collectives were in 
existence, and only ten had been settled 
more than six or seven years. With re- 
spect to the future of the Palestinian col- 


‘Op rf >. 20 


in addition, proved themselves superb in- 
struments of agricultural colonization 
and training under the peculiar Palestin- 
ian conditions and, most recently, of the 
type of warfare in which Israel has de- 
fended its new-won independence. 

The establishment and existence, side 
by side, of purely individualistic, co-op 
erative, and communistic settlements 
and of a variety of intermediate forms 
have provided, moreover, a sort of com- 
petition or testing ground for each. In 
this test the collectives show up very 
well indeed. 

The relative importance of the several 
types of settlement as of 1942 is indicated 
by Table 3. 

4s Thid., p. 196 
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The collectives have, both prior to and 
particularly since 1942, grown more 
rapidly, both in number of settlements 
and in population, than other forms. 
Muenzer, comparing the growth of col- 
lectives and smallholders’ villages, states 
that, from 1935 to 1942, the former in- 
creased in population by 171 per cent and 
in number of settlements by 135 per cent, 
while the latter increased, respectively, 
by 75 and 62 per cent.* 

Since the end of World War II, Jewish 
agricultural settlement has expanded 
very rapidly; and the share of the collec- 
tives has been relatively greater than 
ever. During the troubled years preced- 
ing the termination (May, 1948) of the 
British mandate and particularly since 
that event, many colonies have been 
founded for strategic reasons in exposed 
localities, and most of these are collec- 
tives. Where military or semimilitary 
considerations have been important, the 
superiority of the collective is unques- 
tioned; but the economic possibilities of 
many of the newly founded settlements, 
which are, for the moment, essentially 
military outposts, will depend upon the 
feasibility of bringing water to the south- 
ern desert and of reclaiming badly eroded 
hill country. 

During the war of national liberation 
(1948-49) the 
their locations, suffered severely. A very 
few settlements, in territories which are 
not within the boundaries of Israel, were 
abandoned,*’ and a few others, which are 
being rebuilt, were destroyed. 

As of May, 1949, Jewish farming com- 
Israel 


collectives, because of 


munities in numbered 356, of 


“OD. cit., Table 5, pp. 2 21 

47 ( Onspi ously, 
end of the Dead Sea 
by the Palestine Potash Co. to provide foodstuffs for 


north 


Beth Haarava, near the 
This colony, which was fostered 


its employees had success! y been exploiting lar d 
from which the heavy salt content had been washed 


which 104 were smallholders’ and co-op- 
erative settlements, 187 were collectives, 
and 65 were villages of ‘“‘individual’’ 
farmers, agricultural schools, etc.4* Ac- 
cording to Halpern, * the total population 
of the co-operative and communal settle- 
ments in 1947-48 was “‘about 70,000,”’ of 
which the share of the collectives was be- 
tween 40,000 and 50,000. The total Jew- 
ish population of Palestine at that time 
was somewhat more than 700,000. 

Despite all favorable indices, it would 
still be rash to attempt to predict. The 
problem of survival may be considered, 
aside from strictly economic aspects, 
with respect, first, to the external fac- 
tors, that is, the future of Israel and its 
political climate, and, second, to certain 
internal problems, particularly the ad 
justment of the individual to life in the 
collective, including the problem of 
maintaining morale under less difficult 
and—1 hope the word will be forgiven 
“romantic” than those 
which have prevailed until now. 

With respect to the external factors, 
the collectives and their members are in 


circumstances 


overwhelming majority constituents of 
the General Federation of Labor, and the 
two socialist parties,5° which, together, 
constitute a slight majority in the na- 
tional assembly that was elected in Janu- 


ary, 1949. In fact, the usual political situ- 


Leports, 1 newsletter issued by 


* From “‘Israe 
the United Palestine Appeal, New York, June, 1949 
Comes of Age,” 
Halpern 


*Ben Halpern, “The Kibbut 
Jewish Frontier, June, 1949, pp. 15, 17 
states: “Ln the past twelve or thirteen years, t! 
two h indred toi 1 his 


ttled 


e new 
bibbutzim have numbered over 


groups not vet se 


number apparently includes 


on tarms and also groups ol irban worke rs 


These are the “Mapai,” a party of economic 


ind political attitudes closely resembling those of the 


present Labour government in England, which, to 
rether with nonsocialist middle-class parties, has 
formed the present (1949) government, and the more 
eftish “Mapam.” The 


tively greater among the memb 


trength of Mapam is rela- 


rs of the collectives 


than among urban laborers 
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ation, wherein the rural population is the 
bulwark of conservatism, is reversed in 
Israel. The farming population, includ- 
ing members of smallholders’ settlements 
as well as of the collectives, is a strong- 
hold of socialism. The prestige of the col- 
lectives, in particular, is great among all 
strata of the population; and many of the 
important military and political leaders 
of the new state are active members of 
the collectives. 

But in Israel there are also middle- 
class groups opposed to collectivist prin- 
ciples, and there are also extremists, na- 
tionalist to the point of chauvinism, and 
determined opponents of socialism in any 
form. Moreover, the present extremely 
rapid immigration into Israel threatens 
to upset the political balance. The new 
immigrants are more easily absorbed in 
urban occupations, so that the collec- 
tives, despite rapid expansion, are likely 
to constitute a decreasing proportion of 
the Israeli community in the immediate 
future. The difficulty of maintaining in- 
fluence is the greater also because an in- 
creasing proportion of the immigrants 
come from the very backward Jewish 
communities of North Africa and the 
Middle East. The Jews from these Mos- 
lem lands are, in considerable part, il- 
literate and completely ignorant of the 
democratic and socialistic thought of 
Europe. 

Assimilation of 
grants is, of course, difficult in any event, 
and particularly difficult from the point 
of view of the collectives, with their ex- 
acting demands on the individual. The 
collectives have never imagined that 
their pattern of life could be imposed on 
the entire community. In the past the or- 
ganizations with which most of the col- 
lectives are affiliated, particularly the 
left-wing Hashomer Hatzair, carried on 
intensive educational and training pro- 


unprepared immi- 


grams in Palestine and abroad, and a 
considerable proportion of immigration 
consisted of well-prepared trainees. Now 
there is no possibility of selecting immi- 
grants; and the imperative of rapid ex- 
pansion, both for the sake of a balanced 
economy in Israel and to maintain rela- 
tive numbers, is forcing the collectives to 
relax standards of residence and member- 
ship. 

The present flood tide of immigration 
is, of course, a challenge to the entire 
Israeli community, and the possibility of 
a change in political orientation is a dan- 
ger—perhaps remote—to the dominant 
socialist parties and to organized labor 
generally, as well as to the collectives in 
particular. But I imply neither that the 
challenge cannot be met nor that the col- 
lectives would be unable to survive, and 
even to grow, in a politically less sympa- 
thetic environment. 

The future of the collectives depends 
rather, I think, on their ability, individu- 
ally and as groups, to adjust to changing 
conditions within the community. These 
are the psychological and social problems 
of maturity, both of the individuals with- 
in the group and of the collectives as 
such. Today the members of the collec- 
tives appear to be healthy, both emo- 
tionally and physically, and of good 
cheer. They like the kind of life they have 
chosen and hope that their children will 
follow in their footsteps.” 

But the present population or, more 
specifically, the members of collectives 
are, in addition to being a sifted group, 
still, as stated, young in years. With ad- 


Recent reports indicate that many children are 


following exactly in the parents’ footsteps by choos 
ing the high adventure of starting their own new col 
lectives in frontier districts in preference to the less 
arduous way of joining the collective of their par 
ents. Obviously, if the productivity of the collective 
on which the social security of aging members will 
this loss of blood will 


depend) is to be maintained 


have to be made good by accessions from outside 
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vancing years, the inconveniences of do- 
mestic accommodations in common and 
the need for privacy will be felt more in- 
tensely. 

There have always been withdrawals 
of mature individuals, who prefer the 
harder but more private life of individual 
farming in the co-operative villages, as 
well as losses of younger members and 
trainees to the cities.* The collectives 
have accepted withdrawals, both during 
training periods and after, with equanim- 
ity, regarding themselves as a sort of un- 
official agricultural training school for 
the Jewish community at large. For the 
most part, indeed, withdrawals have 
been more in the nature of purges, leav- 
ing the collective more unified in spirit 
and more healthy." 

A second problem is, paradoxically, 
the increasing material well-being which 
may come with economic maturity. The 
unhappy experiences of American com- 
munist societies in their efforts to cope 
with prosperity are well known. Mem- 
bers of the collectives accept privations 
when necessary, but they gladly provide 
themselves with amenities when econom- 
ic conditions permit. | would not give the 


impression that the collectives are ad- 
dicted to rich living. The typical accre- 


aside from controversial 
of well-fur- 


tions consist 
“concessions to privac y's 

$2 According to Samuel, Handbook, p. 10 
the Statistic Bullet ish Agricultural W ork- 
ers Union, No. o |March, 1942 
” at the beginning of the year 


from 
in of the Je 
of 4,858 “‘workers” 
in 22 “older collectives 
62 were “‘full members,” left 


702, ol W hom 


1939-49, 


during the war. Of 4,166 “workers” in 17 “newer 


collectives,” 763, of whom 85 were “‘full members,” 


lett 

#® Subsequent to writing the above, I have been 
two (and possibly three) collectives 
Che farms which they oc 


informed that 
have recently broken up 
cupied have been reoccupied by groups of the same 
political federation 

with individual 
to the 


Ie.g., the marking of clothing 


names instead of distribution from laundry 
of radios and 


first comer and retention in “homes” 


nished libraries and music-rooms, of 
small gardens, and of paved walks within 
the villages (which can hardly be consid- 
ered a luxury during the rainy season), of 
better-equipped lavatories, of expendi- 
tures on education or to finance, in con- 
junction with neighboring collectives, 
guest performances of the Tel Aviv Phil- 
harmonic or the players of the Workers’ 
Theater (Ohel) in the neighborhood. 

There is, finally, the eventual chal- 
lenge of waning idealism. The experi- 
ences of eastern Europe ghettoes and of 
the cataclysm of Nazi rule are immediate 
and personal to all but a few of Israe\’s 
population. And in the labor of national 
rebirth the collectives and their members 
have stood, and stand, in the front rank 
This background and awareness of pur- 
pose have evoked and fortified an enthu- 
siasm which has restrained greed and 
envy and, at least in some measure, tak- 
en the place of the ordinary economic 
motives of individualistic societies.*4 

But what of the future? The spectacu- 
lar achievement, to this date, of com- 
munal institutions in Israel is a product 
of the generosity, the courage, and the 
general good sense and realization of in- 
dividual responsibility of a remarkable 
group of men and women. Their success 
proves at the least that, under the excep- 
tional conditions which have prevailed 
and still do in Israel, men and women are 
capable of practicing a type of commu- 
nism which is usually called “utopian.” 
books (whict 
instead of circulation 
cf. Halpern, op. cit., p. 18). 


may be gifts from outsiders to mem- 


bers yr assemblage in the li- 
brary 

Because the collective is a very small commu- 
nity, it is possible that some individuals are stimu- 
lated by the opinion that their own shares of income 
are increased by their own efforts. But even in the 
smallest settlement the sanction of personal gain or 
loss must be weak. On the other hand, there is al 
ways the danger that some members will be over- 
zealous in guarding the community’s welfare by un 


sympathetic criticism of the activities of others 
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TABLE 4 


SUMMARIZED OPERATING STATEMENTS OF 106 (ALL REPORTING), 23 “OLDER,” AND 23 “YOUNGER” 
COLLECTIVE SETTLEMENTS, YEAR ENDING SEPTEMBER 30, 1945, AND OF TWO COLLECTIVE 
SETTLEMENTS, SEPARATELY, YEAR ENDING SEPTEMBER 30, 1946 
(AMOUNTS IN £P.)* 


23 “Older ft 


Income: 


Agricultural branches » 342, 869 | 1,039,604 


5 
Workshops, outside work, etc 2,601,931 32,50 290,127 


Total 


Expenditures:# 
Labor** 3,414,052 
Depreciation 50,603 
Interest 


Gross total 
Deductions from expenditurestt 644, 


Expe nditures (total net) 7,907; "4 70,17 1,400,456 
Profits (aggregate) 47,582 5,81 4,344 
Losses (aggregate) 100, 379 7 21,068 


* Data for this and the following tables from data supplied by tral Bank for Cooperative Institut 
unable to explain discrepancies in totals 

t Settled 1909-31 

t Settled 1936-38 

§ Settled 1922. Area occupied: 3,936 dunams. Population: 370, including g members, 122 children and 
porary residents 

Settled 1942. Area occupied: 3,600 dunams, of which 320 are irrigated and 318 are fish ponds. Population 

members, 109 children and dependents, 11 ‘‘temporary residents.’’ 

# Items of expenditure, in addition to those listed, include supplies of al! kinds and ‘‘sund 


dependents, 


ry 

** Total cost of maintaining total population plus payments to hired labor or specialists 

tt Land preparation, work for Youth Aliyah (refugee immigrants), ‘‘allocated to investment accounts,”’ and ret 
purchases (a relatively minor account 





TABLE 5 
CONSOLIDATED BALANCE SHEETS OF COLLECTIVE, SEPTEMBER 30, 1945, AND OF TWO 
COLLECTIVES, SEPARATELY, SEPTEMBER 30, 1946 (AMOUNTS IN £P.) 


” 

: 23 “Older ; " 

liectives . tiba Kfar Szold 
Collectives 


Liabilities 
Own capital 
Colonization loans 19,990 69,651 
(Other) long-term liabilities : 30,655 29,150 
Current? 3 ,023,07¢ : 3 Pp 44,697 | 59,227 


0,235 


otal : , , ¢ 01,577 


1 ssel 
Fixedt . . »474,159 
Current} + 339,05 | 597.999 


Losses (accumulate 


{ the ‘‘settlement budgets,’’ provided principally by the Keren Hayesod (Foundation Fund), which had been re 
nts repayable within one year 
of the 106 collectives which were debts payable within one year were classified 
£P 

To colonization funds 159,824 

Short-term loans (banks, etc 915,543 

Bills payable 157,244 

Accounts payable 791, 363 
d livestock £P. 614,1¢0. Other fixed assets are: irrigation 


nk deposit 


use 
reparation o 
penses paid 


$ rece 


total assets ar iabilities of 23 Ider’’ collectives may represent the amount of the ‘‘accumulated 


e discrepancy between assets and liabilities of 23 ‘‘younge ollectives 


TABLE 6 
PRODUCTION, LAND USE, DISTRIBUTION OF WORK DAYS, INCOME, AND EXPENSES 
BY BRANCHES, ETC., OF HEFTZIBA, YEAR ENDING 
SEPTEMBER 30, 1940 


Expense M Prod - Sold to 
roductior 
(£P.)t Othersf 


560,155 eggs 


151,552 tons 


In ling \ e of consumed ‘ ‘internally 


* 
t Not includir n located to branches.’’ These are ‘‘maintenance pulation,"’ that is, cost of labor, depreciation 
il 


on buildings, repairs interest paid,’” etc 
3 Year ending September 3 § Irrigated 


Including days spent in training, Saturdays, holidays, sickness, rainy days 





CURRENCY DEPRECIATION, INCOME, AND 
THE BALANCE OF TRADE! 


ARNOLD C. HARBERGER? 
The Johns Hopkins University 


I. INTRODUCTION 

XISTING discussions of the effects of 

depreciation on the balance of 

trade are framed in terms of a 
model in which incomes do not appear 
explicitly in the demand equations for 
imports and are thus implicitly assumed 
to be constant. Some writers have con- 
tended that the conditions for improve- 
ment in the balance of trade, obtained 
from such a model, are directly appli- 
cable to “‘Keynesian”’ models in which 
national incomes are variable. The pur- 
pose of the present paper is to investigate 
the validity of this contention; to make 
more precise the types of models for 
which various statements about the ef- 
fects of depreciation on the balance of 
trade are valid; and to specify, for cases 
in which incomes are variable, the condi- 
tions under which income will increase as 
a result of depreciation. 

In the discussion which follows, it will 
be assumed that the exchange rate is held 
fixed by means of national or interna- 
tional stabilization funds and is subject 
to change only through an alteration of 
the (national or international) policy 
governing the use of these funds. This 
assumption is in clear conformity with 
current institutional arrangements, and 


* This paper will be reprinted as “Cowles Com- 
mission Papers,” New ser., No. 4t. 

? This paper was written while the author was 
affiliated with the Cowles Commission for Research 
in Economics. He is greatly indebted to L. A 
Metzler, whose advice has been invaluable at many 
points, and to K. J. Arrow, F. Machlup, F. Modi- 
gliani, and the staff of the Cowles Commission for 
Research in Economics for many helpful comments 
and suggestions. 


it permits us to consider a variation in 
the exchange rate as an independent 
cause leading to changes in the other 
variables of the system (as opposed to 
the alternative assumption of free ex- 
changes, under which movements of the 
exchange rate are always induced by 
other causes, which also may have inde- 
pendent effects on the other variables of 
the system). 

Furthermore, I shall assume that there 
are only two countries, each of which 
produces only one good.’ Income will be 
defined as the quantity of the national 
good currently produced (=production). 
For each country the quantity demanded 
of both its horne-produced and the for- 


eign-produced good will be taken to de- 


pend on current income (as defined 
above) and upon the ratio of the prices of 
the two goods (the terms of trade). I 
shall assume that all relations treated in 
this paper are linear.‘ For convenience, 


’ The conditions of supply of each national good 
will vary among the models considered. Implicit in 
the assumed conditions of supply in the models 
treated are assumptions regarding the monetary 
policy, the production function, and the supply 
function for labor in each country. As each model is 
discussed, a set of such implicit conditions will be 
specified which is sufficient to generate the assumed 
supply function of the national good. Though suf 
ficient, the specified conditions may not be neces 
sary, and the reader may find alternative sets of 
assumptions which would equally justify the models 
presented. 


¢ The assumption of linearity is justified by the 
fact that most functional relations can be approxi- 
mated by linear relations when the range of contem 
plated variation is relatively small. The relevant 
linear approximation in all cases should be that one 
which connects the initial and ultimate equilibrium 
points. 
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commodity units will be so chosen that 
the price of each good in terms of the 
currency of its country of production is 
initially equal to unity, and units of cur- 
rency will similarly be chosen to make 
the initial exchange rate equal to 1. 


II. A MODERN “FULL-EMPLOYMENT” 
MODEL 

I shall first consider a case in which 
national income is held constant by gov- 
ernment policy. This case conforms close- 
ly to an “ideal’’ policy, in that it pre- 
supposes that each government succeeds 
in stabilizing both the “full-employ- 
ment”’ level of national output and the 
price of the good produced in its country. 
Such a policy could be pursued by the 
creation of a commodity standard in the 
national good in each country. Even if 
the supply curve of labor is a function of 
the terms of trade, so long as the desired 
output is attainable for all values of the 
exchange rate considered, the mainte- 
nance of demand at the desired output 
and of prices at fixed levels will lead to a 
wage adjustment sufficient to produce 
the desired output. 

Under these conditions the demand for 
imports in each country can be written as 
a function of the exchange rate alone, 
thus: 


x; = d+ bk (demand of country 2 for 


the exports of country 1), 


(demand of country 1 for 


b 
Xo= a,+ b 


(2) 
the exports of country 2) , 


where x, is exports of country 1; x, is ex- 
ports of country 2; and & is the exchange 
rate (defined as that number by which 
the price of a good in country 1 must be 
multiplied to yield its price in country 2, 
with units of currency so chosen that, at 
the point of depreciation, k = 1). If we 
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now let p, equal the stabilized price of the 
product of country 1 (= 1), and p, equal 
the stabilized price of the product of 
country 2 (= 1), we can write the bal- 
ance of trade of country 1 in terms of the 
currency of country 2 as 


(3)° 
The change in this balance of trade as a 
result of depreciation is then given by 
dB, — dx, d x2 
dk “'" dk dk 


B, = x1pik — Xop2. 


os x+ bo+ b;. (4) 
We can now readily translate the price 
slopes (6) into price elasticities of de- 
mand (7), defined as < o. Thus: 


b, ‘ — ' 
neo Price elasticity of demand for im- 


ports of country 1 , 
b, ia 
n2 = — = Price elasticity of demand for im- 
xy . 
ports of country 2. 


Then the change in B, resulting from de- 
preciation can be written: 


dB, . 
——-= X xin Xen; (>) 
ak 1+ Xine + X2m 

and, if we let s equal the initial ratio of 
import expenditures to export receipts in 
country (x,p.)/(x.pik) = x./%1, we 


have 


dB, Lo 

dk 
On our definition of the exchange rate, 
depreciation by country 1 implies a de- 
crease in k, so that, for improvement of 
the balance of trade of country 1 to re- 
sult dB,/dk must be negative. Thus our 
condition for improvement in the balance 
of trade in terms of foreign currency is 
that |n, + sn,| > 1. If trade were initial- 
ly balanced, the critical value of the (ab- 


x, (1+ 2+ 5m). (6) 


s Since both prices are, in this instance, assumed 
constant at unity, eq. (3) could alternatively be 
written B, = xk — :. 





CURRENCY DEPRECIATION AND FOREIGN 


solute) sum of the two elasticities of de- 
mand |n,+ 7, would be 1, while, if 
country 1 had an initial deficit (s > 1), 
this critical value would be somewhat less 
than 1.° 

These results are the same as those ob- 
tained by Marshall and Joan Robinson.’ 
It is interesting to note, however, that 
these “‘traditional’’ conditions for im- 
provement in the balance of trade follow 


*Only when trade is initially balanced is the 
critical value the same, regardless of whether the 
balance is written in terms of foreign currency or of 
home currency. For the case of an initial deficit, for 
example, the critical value is somewhat greater than 
i for improvement of the balance in terms of home 
currency, but less than 1 for improvement in terms 
of foreign currency (cf. A. O. Hirschman, “*Devalua 
tion and the Trade Balance: A Note,” Review of 
Economics and Statistics, XXXI [February, 1949], 
50-53). The decision to consider the balance of trade 
in terms of foreign currency in this paper was not 
arbitrary, since it was felt that a deficiency in the 
supply of foreign currency is one of the primary in 
centives to depreciation. The other major incentive 
to depreciation is considered to be the desire to in 
crease home income. While past discussions have 
used the change in the balance of trade in terms of 
home currency as an indicator of how home income 
will change as a result of depreciation, the change 
in income is given explicitly in our models with vari- 
rhus, for balance-of-trade problems, 
to be 


able incomes 
we consider B, (in terms of foreign currency) 
the relevant object of policy, while, for probiems of 
income and employment, we consider income, and 
not the balance of trade in terms of domestic cur- 


rency, as the relevant object of policy 


7Cf. Alfred Marshall, Money, Credit, and Com 
merce (London: Macmillan & Co., Ltd., 1923), pp 
355-56; and Joan Robinson, Essays in the Theory of 
Employment (2d ed.; Oxford: Basil Blackwell, 1947), 
pp. 142-43. Mrs. Robinson’s more complicated ex 
pression for the effects of depreciation arises because 
she permits elasticities of supply of exports to be 
other than infinite. I shall discuss such a case below, 
where I permit the price of each national good to be 
a function of production. If each nation is assumed 
to produce more than one good, the conditions en- 
visaged by Robinson might be still more closely ap 
proximated, and models which show the validity of 
Robinson’s results when national incomes are as 
sumed to be fixed by government policy can easily 
be constructed. However, when incomes are per- 
mitted to vary, the introduction of more than one 
country leads to 


commodity produced in eack 


exceedingly complex models 
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so directly from the assumption that pro- 
duction is stabilized by Keynesian 
means. We can, alternatively, obtain a 
quasi-stability in national output by the 
use of a “‘classical model.”’ 


Ill. THE CLASSICAL MODEI 


In a simple classical model for one 
country, output is determined by the 
equilibrium in the labor market, in which 
both supply of and demand for labor are 
functions of the real wage. In a two- 
country model, however, such precise de- 
termination cannot result, since not only 
the price of the home-produced good but 
also the price of the foreign good enter 
into workers’ calculations of their ‘real 
wage.’ However, by considering the 
locus of equilibrium outputs for varying 
terms of trade, we can obtain output in 
each country as a function of the terms 
of trade. The terms of trade can then be 
looked upon as determining the level of 
national income in each country, and 
these levels of national income and the 
terms of trade as determining the total 
demand for the product of each country 
Varying the terms of trade can succeed 
in equating total demand with total sup- 
ply of one of the two national goods, but 
not both (except accidentally), since one 


price cannot generally be expected to 
equilibrate two markets. 

The classical system avoided this over- 
determinacy by the assumption that in 
both countries all income is spent (Say’s 
law). If this assumption holds true at all 
times (both ex ante and ex post) and in 


both countries, there will be some ex- 
change rate which equilibrates the mar- 
kets for both nations’ goods; for now the 
demand functions for home goods and 
for imports in each country are related in 
a specific way, and we can eliminate the 
demand functions for, say, the product 
of country 1 by using Say’s law and can 
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find an exchange rate which will satisfy 
the equilibrium condition in the market 
for the product of country 2. Now, be- 
cause Say’s law implies not only that all 
income be spent but also that there is 
equilibrium in the balance of trade (see 
below), this exchange rate will also 
equilibrate the market for the product of 
country 1.° 

Thus the classical two-country system 
can be regarded as determinate, once 
Say's law is introduced. But the intro- 
duction of Say’s law implies equilibrium 
in the balance of trade; for the identity 
of income received with income spent im- 
plies equality of receipts from exports 
with payments for imports. Thus x,p,k = 
x,p., or w = x,/x,. Clearly, if trade is to 
be balanced in both the equilibrium posi- 
tion existing before and in that existing 
alter depreciation, depreciation cannot 
improve the balance of trade. It will, in 
fact, lead only to a countervailing change 
in the ratio of the prices of the two goods, 
so as to leave the equilibrium terms of 
trade unchanged. 

The fact that the classical system, if 
stable, implies that depreciation cannot 
affect the balance of trade does not mean 
that the Marshall-Robinson conditions 
have no applicability at all, for they re- 
main as the conditions of stability in the 


* Letting y, s, and x represent, respectively, total 


production, production for home consumption, and 


production for export and w( = p,k/p,) be the terms 


of trade, we have 
v1 (w) 
v,(w) 


From Say’s law we obtain 


xi prk , 


1 value for w 


Zap. vip 


hence we can find which makes 


x,+ = y,. But this necessarily implies that 


y 


system. This can be shown most easily by 
demonstrating that they characterize the 
case of “neutral” equilibrium (coinci- 
dence, over a certain range, of the re- 
ciprocal demand curves of the two coun- 
tries). When this is true, trade will re- 
main balanced even if the terms of trade 
change within the relevant range. For 
this range, then, x,w = x,, and 


dx, wis (1 /w) | 


dw x 


ao 
~ a@(l/w) Xe 


This last identity can be written, in the 
notation used above, 7,+ 1 —M7),. 
These elasticities are the same as those 
used elsewhere in this paper when the 
supply of labor is affected only by the 
real wage in terms of the home-produced 
good in each country. They differ from 
those used above, however, when the 
supply of labor is affected by the terms 
of trade as well. Then they must be 
viewed as elasticities of demand, which 
take account of the indirect effect, 
through labor supply and national pro- 
duction, of changes in the terms of trade 
upon the demand for imports. 


IV. THE KEYNESIAN MODEL 


Although the Marshall-Robinson con- 
ditions apply as conditions of stability in 
the classical model, the necessity that 
Say’s law hold for this model to be con- 
sistent considerably reduces its short-run 
applicability to the real world. A Keynes- 
ian model can be constructed, how- 
ever, which does not lead to inconsist- 
ency in the absence of Say’s law. Such a 
case would arise if the supply of labor in 
each country were infinitely elastic at the 
prevailing real wage rate (in terms of the 
home-produced good) and if each na 
tional good were produced under com- 
petitive conditions with constant returns 
to labor input. Under these conditions 
we can, without loss of generality, con- 
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sider the price of each national good to be 
the unit of currency in its country of pro- 
duction and to be stable. Production in 
each country would be determined by the 
equilibrium of total demand for its na- 
tional good with its infinitely elastic 
supply, and, given the exchange rate, to- 
tal demand for each good would be deter- 
mined by the levels of production in both 
countries. The possibility of underem- 
ployment equilibrium, and of continued 
disequilibrium in the balance of trade, 
both characteristic of the “Keynesian” 
system, clearly exists here. 

Such a case has been treated by Joan 
Robinson and A. J. Brown. They have 
reached the conclusion that the introduc- 
tion of variable production leads to no 
change in the critical value of the sum of 
the elasticities of demand for imports but 
acts only to lower the absolute magni- 
tude of the effect of depreciation on the 
balance of trade.’ I propose to show that 
this conclusion does not follow from as- 
sumptions which I believe will be gen- 
erally acceptable. 

Consider any case in which, if produc- 
tion were stable, the elasticities of de- 
mand for imports would be precisely such 
as to leave the balance of trade un- 
changed as a result of depreciation. If, 
with such an initial situation, production 
were permitted to vary, the immediate 
effect of depreciation would be an in- 
crease in production in the depreciating 
country and a diminution of production 
abroad, both resulting from the substitu- 
tion of the relatively cheaper product of 
the depreciating country for the rela- 
tively more expensive product of the 
nondepreciating country. These changes 
in production would, in turn, lead to an 
induced increase in demand for imports 

* Cf. Robinson, op. cit., p. 136, and A. J. Brown, 


“Trade Balances and Exchange Stability,” Oxford 
Economic Papers, No. 6 (April, 1942), pp. 64-65 
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by the depreciating country and to an 
induced decrease in the demand for im- 
ports of the rest of the world. There 
would therefore ensue an induced de- 
terioration of the trade balance of the de 
preciating country. Since in our example 
the initial effect of depreciation on the 
trade balance is, by hypothesis, zero, the 
“normal”’ total effect (initial plus in- 
duced) must be to worsen the 
Therefore, in order for depreciation to 
have no net effect on the trade balance 
when production is variable, the sum of 
the elasticities of demand for imports of 
the countries must 
greater in absolute value than when pro- 


yalance.'® 


two normally be 
duction is fixed. 

The “abnormal” cases in which our 
generalization not hold 
readily from this example. Thus, if the 
induced effects led to a return of produc- 


would follow 


tion in both countries to its initial levels, 
the critical value of the sum of the elas 
ticities of demand for imports would be 
the same for the case of variable output 
as for the case of fixed output. But this 
would imply that production is not effec- 
tively variable as between“ equilibrium” 
positions. Likewise, if the total effect of 
depreciation were to decrease production 
in the depreciating country and/or to in- 
crease production abroad, it might be 
true that the presence of variable produc 
tion would lower rather than raise the 
critical value in question. But it would 
require a very special constellation of 
values of the marginal propensities to 
hoard and to import to invalidate the 
commonplace dictum that “unemploy- 
ment can be exported by depreciation.” 
These conjectures can be proved rigor- 
'° This analysis assumes that the elasticity of 
total (domestic plus foreign 
try’s product is negative. I 
assumption, which wil 


f demand for each coun 
or a qualification of this 
be retained in the ren tinder 


of this paper, sec the appendix 
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ously within the framework of the follow- 
ing model: 


Income definitions and 
equilibrium conditions ; 


V2 = 22+ 2X2 
= dat bk + Co¥2 


Yi= a+ “t 


) 
Demand for im- , , 
| d fo (8) 


| ports ; 


b 
a,y+ : TT C1¥1 


dy+ ek + fiyn) 
| Demand for 
7+ Soy } 


(9) 
home goods , 


d,+ 


where y, and y, represent production of 
the national goods of countries 1 and 2; 
z, and s, represent home demand in each 
country for its home-produced commod- 
ity; x, and x, represent exports of coun- 
tries 1 and 2; c, and c, represent the mar- 
ginal propensities to import in countries 
1 and 2, and f, and f, represent the mar- 
ginal propensities to consume home 
goods in countries 1 and 2. I shall addi- 
tionally define 7,= },/x, and n, = b,/x, 
as the elasticities of demand for imports 
in countries 1 and 2; 4, =1—f, —¢, 
and 4, =1—f,—c, as the marginal 
propensities to hoard in countries 1 and 
2, and s = x,/x, as the initial ratio of 
value of imports to value of exports in 
country I. 

rom our assumptions it follows that 
production in each country of its na- 
tional good is infinitely elastic (within 
the relevant range) with respect to the 
price of that good in terms of home cur- 
rency. Thus, as before, prices do not ap- 
pear explicitly in our model: their ratio 
(choosing commodity units so as to make 
each price = 1) is necessarily equal to 
the exchange rate. Again, as before, we 
choose units of currency so as to make 
the exchange rate (k) = 1 at the point of 
departure. In drawing conclusions from 
this model, | shall assume that all the 
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marginal propensities involved are posi- 
tive." 

From the definition of B, in equation 
(3) and from equations (8) it follows that 
Cod ye 


dB, _ + b. + b+ re cidy, 


(10 
dk a a 


We can determine dy,/dk and dy,/dk 
either directly (see n. 15 below) or in- 
directly. The latter approach has been 
chosen as a better indicator of the be- 
havior relationships which underlie the 
system under consideration. The first 
fundamental assumption involved in the 
analysis which follows is that the mar- 
ginal propensities to hoard, to import, 
and to consume home goods operate not 
on national production per se but on 
“real consumer income,” of which na- 
tional production is an adequate measure 
only when the exchange rate is constant. 
Let us therefore define yj = y; (y,, &); 
vy, = y; (y., &), where y’ represents real 
consumer income and is made commen- 
surable with production (y) by the re- 
quirement that dy’/dy, = dy}/dy, = 1 
(i.e., that, as long as the terms of trade 
do not change, production can be used as 
consumer income). 


a measure of real 


Then 


0 ye 


Ok- 


Oy dy 2 dy 2 
= + 


Ok’ dk dk 


dy, dy, (11) 
dk dk 
The second fundamental assumption 
involved in the present analysis is that 
hoarding is a function of real consumer 
income alone. This assumption, together 
with the fact that the balance of trade in 
terms of home currency must be offset by 
hoarding (voluntary foreign investment 
" Both the above model and the present paper 
were suggested by a pioneering article by J]. Tin- 
bergen: “‘Modelli di commercio internazionale,” 
Giornale degli economisti, VII (1948), 627-48. Valu- 
able comments by J. J. Polak led to the present 
formulation of the argument which follows. 
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is assumed to be included in the demand 
for imports), makes it possible for us to 
write 


dye 


dB; _hyidy, — dBy dys 
dk’ 


1 : ? 
dk dk ’ dk satel 


= he 


where B; and B} are the trade balances 
of countries 1 and 2 expressed in terms of 
home currency. From the definitions of 
B; and B; it is evident that dB>/dk 

—dB,/dk, and that dB/dk = (d/dk) 
(x,p, — X.p,/k) = dB,/dk + x, — x,. We 
can therefore substitute expressions in 
dB,/dk and the initial balance of trade 
for dy{/dk and dy:/dk in equation (11), 
solve for dy,/dk and dy,/dk, and substi- 
tute the results in equation (10) to obtain 


c2dB, Ys 
hodk ‘°° dk 


ie— m1 )+ 05 C\ oy, 


aB, 
dk 


= x,+ b+ 6,— 


Cy qB, 
- * ( dk 


(13) 


In order to be able to express dB,/dk 
in terms of the parameters and initial 
values of the variables of the system, we 
now need only to determine dy;/0k and 
dy;,/dk. It is easy to show, on the assump- 
tions made above, however, that the 
change in “real consumer income’”’ which 
would result if the exchange rate were to 
change while national production re- 
mained constant is equal to initial in- 
come times the percentage of income 
initially spent on imports times the 
change in the exchange rate (i.e., 
dy,/dk = x,; dy,/dk = — x,).” Equation 
(13) now becomes 


dB, _ 


TRADE 


which, when trade is initially balanced, 
reduces to 


GBy _ hyhaes (1 + m+ mt cot 61) 
dr hike + Cyhet+ Col 


Thus for the case of initial balance the 
critical (absolute) value of the sum of the 
elasticities of demand for imports is not 
unity when production is variable but 
unity plus the sum of the marginal pro- 
pensities to import."* Furthermore, since, 


2 Letting 2%, represent money hoarding (in terms 
of home currency) in country 1, we can write the in- 
come identity yipr = (x%f.)/k +f: +m. Dif- 
ferentiating this partially with respect to k, we 
obtain 

Ox, Or, , OY 
—— + — + — — % 
ok ak Ok 

or 


a-hk+h- Ot gs 


ok 
But e, and 5, can be divided into substitution effects 
and real-income effects (f/,dy:/dk, cy; 
yielding the equation 


(ej, b;) 
at k}), 
~ +f +62 +n nao 
* Ok ok Ok 
Because e; and }; are slopes representing the pure 
substitution effect between home goods and imports, 
they must be equal (cf. Hicks, Value and Capital 
[ad ed.; Oxford: Clarendon Press, 1946], p. 310). 
Now, since f; + ¢: + 4; = 1, our equation reduces 
to dy,/dk = x,. Similarly, it can be shown that 

Oy,/dk = — xX 


8 1t may be noted that the critical values dis- 
cussed thus far are critica! values for elasticities of 
demand for imports (») which contain income ef- 
fects as well as substitution effects. We can alterna- 
tively consider critical values for elasticities (n’) 
which contain substitution effects alone, by utilizing 
the equations 

Oy, 
b, = b -a— = 
ok 
Oy; , 
+ 6: — = b, — x1, 

ak p 
and defining 7; = b{/x.; 2, = 6)/x:. The critical 
m, + ,| in the variable-production case 


= bi — Gm; 


value for 


h the [x1 + b2- + b+ Co%+ €1%2— (Cy /hy) (#2 — *%) J 


dk h he+ Cie t+ Ce hy 
_ ihe x, [1 + ort Smit C2+ C15— ‘1 Ay) (s—1)) 


hy het Cyha + Cohy 


ase Srey ay 
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when trade is initially balanced, 
dB: /dk = dB,/dk, this critical value 
also applies to the change in the balance 
of trade expressed in terms of domestic 
currency and to the change in “real con- 
sumer income”’ resulting from deprecia- 
tion. 

The effect of an initial deficit is, as in 
the fixed-production case, to reduce the 
critical value of the sum of the elasticities 
of demand for imports. It can further be 
stated that, for fixed values of the margi- 
nal propensities, there will be some initial 
deficit for which the critical value is the 
same for the fixed and variable produc- 
tion cases. This critical deficit is given by 
s = 1 + (c,/c,)h,/ (1 — h,), which can be 
found by setting c, + ¢,s — (c,/h,) ( 

1) = o. Should s exceed this value, a set 
of elasticities of demand for imports such 
that depreciation, with fixed incomes, 
would lead to no change in the balance of 
trade would, with variable ‘ncomes, pro- 
improvement in the balance 
trade. This outcome would ensue because 
of a “perverse”’ effect of depreciation on 
the depreciating country’s output (y,), 
which would, in the new equilibrium es 
tablished after depreciation, have fallen 
rather than risen from its initial value." 
The above example is probably unrep- 


vide of 


when trade 
This cannot be compared, however, with the critical 


s initially balanced will then be unity. 


obtained for the fixed- 
product in eq. (6), since the latter critical 
value refers to the sum of “total” elasticities 
nm. + m!. Lf we substitute for 5, and 6, in our fixed- 
produ tion model, we obtain as the critical value for 
"+ 57 An interest- 
ing applic ation of this fact arises in the inte rpreta 
tion of empirically estimated elasticities of demand 
these usually obtained by 
using “real consumer income” (y’) 
as the income variable in the demand equations, 
they are estimates of »’ and not of ». The lowness of 
existing « re at least partly coun- 
terbalanced by the fact that the critical value for 
n, + sn.| is less than the traditionally accepted 
unity. 


value of unity which we 


lon Case 


not unity but (1 Ca — CS) 


for imports. Since are 


some measure of 


*stimates is theref 
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resentative of frequently encountered 
practical situations, but it points up 
clearly the fact that, under “‘reasonable”’ 
assumptions regarding production and 
tastes, it is possible for output to decline 
and the balance of trade to improve as a 
result of depreciation. The converse—an 
increase in output together with a de- 
terioration of the balance of trade—is 
also possible, since, when trade is ini- 
tially balanced, dy,/dk == (1/h,)(dB,/dk) 
—x, and can therefore be negative even 
when dB,/dk is positive. It is not pos- 
sible, however, for production in both 
countries to move “‘perversely”’ as a re- 
sult of depreciation, i.e., for production 
in the depreciating country to fall and 
for production in the rest of the world 
to rise." 

If the balance of trade in terms of do- 
mestic currency (Bj) is used in place of 
the balance in terms of foreign currency, 
our conclusions require only moderate 
revision. It is possible for this balance of 
trade to improve while production in- 


‘4 For depreciation to be ineffective in the fixed- 
production case, 1 + 9, + sm must equal o. Then 
for the variable-production case 

dB, A hh atilCa + 618 = i = & 12 /h| 

dk hs + Calta + Cis : 
which will be <o for s>(1 + [¢2/c:|4:/[1 — An}) 
dB, 
idk h, 


But 
dy: _ 
dk 


Xa — X1 — Xiah, 


haxi[hncs —"~as~i=- sh;)| | mse t= sh;) 


= ———$_ —____——_- —_—— —_—_—__- 9 


Ay (yh, + Cohn + Cah ) * h, 


which must be >o for s>(1 + [¢2/e:Jh:/[1 — Au}) 


's Direct solution of eqs. (7)-(9) yields alterna- 
tive expressions for dy,/dk and dy./dk: 
dy: _ (¢1 +b.) (C2 + ha) — Calea + br) | 


—- = SO 4 


dk hishta + Cyhta + Cohy 
dy: " 





d (er + birder — (€. + + b;) (¢x + hi) 


dk lish + cyh, + City 
For output to decrease in the depreciating country 
(dy,/dk > 0) and to increase abroad (dy./dk < 0) 


is impossible, since it requires that (e: + 6.) 
(€, + b:) and (e, + bi) > (ex + 02) 
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creases, or to deteriorate while produc- 
tion either increases or decreases, as a 
result of depreciation by country 1. It is 
impossible, however, for both an im- 
provement in the trade balance in terms 
of domestic currency and a decrease in 
production to result from depreciation, 
since, from equations (11) and (12) and 
note 12, dy,/dk = h,(dB;/dk) — x, and 
can therefore not be positive when 
dB; /dk is negative. 

When the trade balance is expressed in 
terms of domestic currency, the effect of 
an initial deficit is to raise rather than 
lower the value which the absolute sum 
of the elasticities of demand for imports 
must exceed if the balance is to improve 
with depreciation. Conversely, an initial 
surplus will lower this critical value, and 
if this surplus is great enough [s < (1— 
h,)/(1 + |c,h,/c,])|, the critical value will 
be lower rather than higher for the 
variable-income case than for the fixed- 
income case.” 

The fact that an initial deficit has ef- 
fects on the change in the balance of 
trade due to depreciation which are op- 
posite in sign depending on whether the 
balance is expressed in terms of domestic 
or of foreign currency is not surprising. 
In this respect our conclusions merely 
represent the extension to the variable- 
income case of results which Hirschman 
has already shown to be true for the 
fixed-income case. Indeed, these relation- 
ships can be seen intuitively, once it is 
realized that B; = —B, (ie., that the 
depreciating country’s balance of trade 
in terms of its own currency is merely the 
negative of the nondepreciating coun- 
try’s balance of trade in terms of foreign 
currency). 

% These statements can be proved by deriving 
expressions analogous to eqs. (6) and (14) for 
dB¥/dk, and following, by analogy, the proof in 
n. 14 
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V. A GENERAL MODEI 

We can now generalize the Keynesian 
model specified by equations (7)~(9) by 
permitting the absolute price of each 
country’s product to be a (presumably 
increasing) function of total production 
of that product. Such conditions would 
arise if the supply of labor in each coun- 
try were infinitely elastic at the ruling 
money wage and if diminishing returns 
to labor input prevailed or if, for any 
other reason, the supply of labor were 
characterized by “money illusion”’ on the 
part of workers. We must then substitute 
for k (the exchange rate), wherever it ap 
pears in equations (7)—(g), an expression 
for the terms of trade, w( = p,k/ p,), and 
add two equations expressing the price- 
income relationship: 


pi= hi+myyi, 


Supply of produc ts 


p2= het meoy: «J (1, M,>V). 


(15) 


We now have released our assumption 
of constant prices in each country and 
can assume, instead, only such choice of 
units of commodities and currency that 
at the start p, = p, = k = 1. Differenti 
ating the first six equations of this sys- 
tem with respect to w, we obtain the 
same expressions for dy,/dw and dy,/dw 
as we obtained in note 15 for dy,/dk and 
dy,/dk, respectively. Thus, so long as 
dw/dk is positive, only the magnitudes, 
but not the signs of the changes in in- 
comes resulting from depreciation, will be 
affected. 

If trade is not initially balanced, how- 
ever, the expression for dB, /dw will differ 
from that obtained for dB,/dk in equa- 
tion (14). This may be seen by rewriting 
equation (3) as 


B, 
P2 


= x\w- 
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Then 


qBy = a. (27) 
dw w 

If trade is initially balanced (B, = 0) or 
if the price of the good produced in coun- 
try 2 is stable (m, = 0), the last term in 
this equation will equal o, and the iden- 
tity of dB,/dw with the expression for 
dB,/dk obtained earlier will be complete. 
Otherwise, in the “normal’’ case of a de- 
crease in income in country 2, the critical 
value of the sum of the elasticities of de- 
mand for imports will be lower if an ini- 
tial deficit, and higher if an initial sur- 
plus, prevailed in the balance of trade of 
country 1. However, the possibility of 
opposite directions of change in income 
and the balance of trade and the prob- 
ability of a critical value other than that 
given by equation (6) for the sum of the 
elasticities of demand for imports remain 
as characteristics this generalized 
model. 

We must now investigate the condi- 
tions under which dw/dk will, in fact, be 
positive, i.e., in which the movement in 
terms of trade resulting from a change in 
the exchange rate will be in the same di- 
rection as the movement in the exchange 
rate itself. We can write the expression 
for dw/dk thus: 


of 


= 4 4b: _ dps 


dk dk 
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tion does any possibility exist that 
dw/dk might be negative.'? Now in the 
normal case dw/dk is always < 1. In the 
other admissible cases it may be > 
cause here m, (dy,/dw) — m, (dy,/dw) 
may be < o. In these cases we should ex- 
pect the effects of depreciation to be 
magnified rather than diminished by 
price flexibility, as 1 + m, (dy,/dw) 
m, (dy,/dw) approaches zero. If this ex- 
pression were equal to o, dw/dk would 
equal  ; and we should expect the sys- 
tem to be characterized by explosive in- 
stability. If, now, this expression were 
slightly less than zero, we should, at first 
glance, expect to observe explosive insta- 
bility in the opposite direction. Yet the 
case of the negative multiplier (marginal 
propensity to consume > 1 implying 
explosive upward instability) leads to the 
conjecture that any dw/dk <o might 
imply explosive instability, the “multi- 
plier” involved being “‘more than in- 
finite.’’ L. A. Metzler and Svend Laur- 
sen, in an unpublished paper,"* have in- 
deed shown this to be true. Thus the fact 
that such explosive instability is not ob- 
served can be accepted as demonstrating 
that, if the present model is considered 
sufficiently realistic for practical use, the 
sign of dw/dk can be taken as uniformly 
positive. 


1, be- 


dw 
dk 


d Ye 
. dw 
1 


~ 1+ m2 (dy2/ dw) — m,(dy,/dw) - 


Obviously, this is uniformly positive for 
the normal case of an increase in income 
in country 1 ({dy,/dw| <o) and a de- 
crease in income in country 2 ({dy,/dw| > 
0) as a result of depreciation by country 
1. Only for cases in which incomes in 
both countries move in the same direc- 


The introduction of flexible prices as 
functions of national production there- 


"7 The case of a decrease in income in the de- 
preciating country, together with an increase in in- 
come in the nondepreciating country, is impossible 
(see n. 15 above) 

'* “Exchange Rates and the Theory of Employ 
ment” (unpublished manuscript). 
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fore destroys none of the qualitative con- 
clusions which we reached in considering 
the Keynesian case above. In fact, all the 
models considered earlier are special 
cases of the present one, the Keynesian 
model arising when m, = m, =o and 
dw/dk = 1, the classical fixed-income 
model when m, = m, = @ and dw/dk = 
o, and the case in which prices and in- 
comes were fixed by government policy 
m, = m, = 0, dw/dk = 1, and dy,/dk = 
dy, dk = O. 


VI. MODELS AND THE REAL WORLD 

Though the application of the simple 
models considered in this paper to the 
real world is hazardous, it is nevertheless 
tempting. If we aver, with the classical 
economists, that the fundamental equi- 
librium relations of an economic system 
(national or international) are, within 
limits, determined by real variables and 
if we hold, with Pigou, that Keynesian 
underemployment equlibrium is, in fact, 
no equilibrium at all but only an impor- 
tant stage in one possible process of ad- 
justment to disturbances, then we must 
retain the classical model set out in Sec- 
tion III as a fundamental guidepost to 
our economic thinking. The other models 
considered would then show methods, 
consistent with the policy and taste as- 
sumptions underlying them, of achieving 
equilibrium when, at the start, disequi- 
librium prevails or, in the hands of 
“hardhearted”’ governments, means of 
achieving a favorable (and reasonably 
lasting) disequilibrium in place of a pre- 
existing equilibrium. 

If one is willing to grant that (in an 
approximate sense) governments are 
likely in the future to succeed, by mone- 
tary-fiscal measures, in maintaining both 
full employment and a stable price level, 
then the model of Section II becomes ap- 
propriate for analysis. Comparing this 
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with the model of Section IV, which, in 
the same approximate sense, appears 
best to explain our experience in the 
1930's, one can state that, if a significant 
fall in international demand for a coun- 
try’s exports should occur in spite of the 
successful maintenance of full employ- 
ment at home and abroad, this fall in de- 
mand will no longer be partially equili- 
brated by movements in incomes at home 
and abroad. Rather, it will be reflected 
solely in the form of a balance-of-pay- 
ments deficit—a deficit which will be 
larger than the one which would have 
arisen in the absence of policy-deter- 
mined employment levels. Thus solution 
of the employment problem implies 
greater fluctuation in balances of pay- 
ments arising out of shifts in interna- 
tional demand than would otherwise 
occur. 

But the menace of balance-of-pay- 
ments problems is not without compen- 
sation; for we have seen that a given 
amount of depreciation will generally be 
more effective in equilibrating the bal- 
ance of payments if incomes are held 
stable than it would be if it were per- 
mitted to affect incomes as well as the 
balance of payments. In fact, so long as 
the ultimate equilibrium position is de- 
termined by real variables and so long as 
prices are stable in both countries, the 
amount of depreciation which will be 
necessary to reach this ultimate equi- 
librium after a given disturbance (e.g., 
a fall in foreign demand) will be the 
same, regardless of whether full-employ- 
ment policies are successfully pursued in 
the countries concerned. The requisite 
amount of depreciation will, in the full- 
employment case, merely equilibrate the 
balance of payments. In the variable- 
income case the same amount of depreci- 
ation will succeed both in rectifying the 
(smaller) balance-of-payments deficit and 
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in relieving the comcomitant unemploy- 
ment resulting from the postulated dis- 
turbance. 

Now if, in the future, full-employment 
policies are less than ideally successful 
and if unemployment is generally accom- 
panied by a declining price level, while 
higher employment is found to be best 
stimulated by permitting the price level 
to rise, the general model of Section V 
becomes the appropriate tool of analysis. 
To the extent that full employment and 
stable price-level policies are effective, 
the generalizations made in the preceding 
paragraph will hold. However, to the ex- 
tent that they do not hold, countries con- 
templating depreciation to eliminate bal- 
ance-of-payments deficits should realize 
that depreciation will have repercussions 
on prices and employment which will 
tend to lessen its efficacy in equilibrating 
the balance of payments. When these 
repercussions are taken into account, the 
countries involved will find that the 
amount of depreciation necessary to re- 
store equilibrium will be greater than 
would be estimated in abstraction from 
such repercussions. 

The conclusions thus far presented 
could have been derived from the analy- 
ses of Robinson and Brown, with certain 
modifications for the case of variable 
price levels. | have as yet drawn no im- 
plications from the substantive conclu- 
sion of this paper that the critical value 
of the sum of the elasticities of demand 
for imports is lower, and may be substan- 
tially lower, when incomes are main- 
tained by policy than when incomes are 
permitted to fluctuate. On this point | 
should like to suggest that the reluctance 
of so-called ‘practical’? men in certain 
countries to contemplate depreciativo 
may have been in part determined by the 
relative or complete ineffectiveness of ex- 
change depreciations in the 1930's. This 


ineffectiveness was due partly to the fact 
that the depreciations of the 1930's were 
so widespread as to amount to little more 
than a world-wide change in the price of 
gold, and partly to the fact that the effect 
of the depreciations on incomes operated 
to lessen the absolute magnitude of the 
resulting changes in the balance of pay- 
ments. But it may also be true that in 
some cases (e.g., where the relevant mar- 
ginal propensities to import were high) 
the volatility of incomes made the critical] 
value of the sum of the elasticities of de- 
mand for imports so high that deprecia- 
tion led to a deterioration, not to an im- 
provement, of the balance of payments. 
If this was the case with respect to cer- 
tain countries in the 1930’s, it should be 
pointed out to those countries that their 
situations need no longer be considered 
hopeless; for, if full-employment policies 
are successfully pursued at home and/or 
abroad, the critical values in question 
may now be significantly lower than they 
were in the 1930’s; and depreciation, 
though ineffective in the last decade, 
may constitute the solution of their bal- 
ance-of-payments problems in the pres- 
ent one. 


VII. LIMITATIONS 


The present simplifications of the the- 
ory of international trade reveal certain 
relationships of macro-economic magni- 


tudes but conceal others, especially 
through the assumption of a homogene- 
ous product and a single price level in 
each country. These limitations suggest 
that fruitful results might ensue if models 
were formulated which took into account 
(a) restraints on the substitution of one 
commodity for another in production, es- 
pecially at levels of less than full employ- 
ment,"® and (6) the effects of differential 


8 The classical full-employment model can easily 
be generalized to release the one-commodity assump- 
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movements in sectional price levels on 
the process of adjustment to disturb- 
ances under various assumptions and on 
the equilibria which would ultimately be 
approached. 


APPENDIX 


It has been assumed throughout this paper 
that, with production in both countries con- 
stant, the total quantity demanded (at home 
and abroad) of each country’s good was a de- 
creasing function of the relative price of that 
good. This need not be the case, however, since 
(Hicksian) income effects are present in the 
situation postulated. This can be illustrated in 
the accompanying indifference diagram (Fig. 1). 


good 2 





Since our price slopes 6, and e, are defined as 
measuring the amounts by which consumption 
of imports and home goods, respectively, will 
change if p,.k/p. changes with national produ 
tion constant, we are justified in making the two 
price lines converge at y;.7° Now one can easily 
see that, though the substitution effect will al 
ways lead toward negative price elasticities 
(point 1), the income effect will do the same 
only in the case in which the home-produced 
good is inferior (point 2). Under our assumption 
that neither good is inferior (c,, f; > ©), the in 
effect will toward ), <0, ¢,>0 
(point 3). 

In order for the total dernand for the product 
of country 1 to be an increasing function of its 


relative price (i.e., for fe, 4- 6,] to be > o), the 


come lead 


tion. In such cases the “elasticity of demand for 
imports” becomes a composite of elasticities of de- 
nand and elasticities of substitution in production 


2° For simplicity, the hoarding effects, which are 
taken into account in the text, are neglected in the 
Giagram 
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(positive) income effect in e, must be strong 
enough to overcome three negative components 
the income effect in 6, and the substitution ef 
fects in both e, and b,. In the terminology of 
note 12, (e, + 5.) will be > o only if fix, > 
e aa b; — ¢,x,| and (e, + 4,) will be > o only 
if fax, > ley + 0; — c.x,!. 

The inclusion of this (probably highly un- 
likely) case in our analysis destroys none of the 
conclusions reached above. The primary pur 
pose of the present separate treatment is to 
point out that the perverse effects of deprecia 
tion upon the national production of either 
country, discussed in Section IV, are brought 
about entirely through the induced “repercus 
sions” of production and demand. They do not 
require that the initial response of production to 
depreciation be perverse, which it would be if 
either (e, + 6,) or (e, + 6,) were > 0; nor do 
they require that either country have a nega 
tive marginal propensity to hoard, which is nec- 
essary for analogous perverse movements in 
production to take place when the disturbance 
is not depreciation but an international transfer 
of purchasing power at constant price and ex 
change-rate levels 

This fact can be demonstrated intuitively 
Suppose that the initial increase in production 
in the depreciating country is large, while the 
initial fall in production abroad is very small. 
Then, if the marginal propensity to import of 
the depreciating country is sufficiently large, the 
increase of production abroad induced by the 
increased demand of the depreciating country 
may exceed the initial decrease, and the final 
equilibrium may thus be characterized by in 
creased production in both countries. Con 
versely, if the initial decrease in foreign produc 
tion were very large and the foreign marginal 
propensity to import were sufficiently high, the 
induced decrease in the depreciating country’s 
production may exceed the initial increase, and 
the final equilibrium may thus be characterized 
by decreased production in both countries. One 
can also view depreciation as leading initially to 
increased hoarding abroad and to decreased 
hoarding in the depreciating country, owing to 
the initial effects of depreciation on “real con 
sumer There may therefore result 
either an initial net increase or an initial net de 
crease in the total amount of active purchasing 
power in the international system. Net changes 
in active purchasing power, taken by them 
selves, will always, under our assumptions, lead 
both 


” 
income 


to parallel movements in production in 
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countries, and, even when other effects of de- 
preciation are present, this tendency to parallel 
movements of production may dominate. 
These conclusions can be verified by refer- 
ence to the equations of note 15, which show 
that dy,/dk can be > 0 if c2'¢. + 4)! > ( + 
h,)\e, + 6,|, and that dy./dk can be <o if 
Cle; + bs) > (ce, + hy)lea + 6,!. Thus an ulti- 


mate decrease in production in the depreciating 
country will be the more likely, the larger is the 
initial decrease in production abroad compared 
to the initial increase in production at home 


(i.e., the larger is |e. + 5,|/le, + 6,!), the larger 
is the marginal propensity to import of the 
foreign country, and the smaller is the marginal 
propensity to hoard of the foreign country. 
Similarly, an ultimate increase in production 
abroad will be the more likely, the larger is the 
initial increase of production in the depreciating 
country compared to the initial decrease in pro- 
duction abroad, the larger is the marginal pro- 
pensity to import of the depreciating country, 
and the smaller is the marginal propensity to 
hoard of the depreciating country. 
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INTRODUCTION 


R. EDWARDS’ Maintaining Competition 
D presents a highly provocative analysis 
of the present scheme of business organiza- 
tion and trade regulation in the United 
States and a defense of recommended 
changes in federal antitrust policies. Its 
substantive chapters deal with what gov- 
ernment can and should do about the lead- 
ing categories of problems in the field—pri- 
vate restrictive agreements, exemptions 
from antitrust legislation, concentration of 
economic power, and entry and access of 
new firms to markets. Written by a distin- 
guished scholar who has long studied the 
complex issues in this area, the work will 
find a wide and respectful audience. It may 
be regarded as an enlargement and restate- 


ment of the antitrust program of which 


Fetter’s Masquerade of Monopoly (1931) was 
an earlier version. It provides a theoretical 
rationalization of the legal attack now being 
mounted on large American businesses and 
is illustrated by the current suit by the gov- 
ernment to disintegrate the Great Atlantic 


and Pacific Tea Company—a program hav- 
ing potentially vast economic consequences. 
For all these reasons this monograph war- 
rants more than a cursory examination. 


THE SCOPE OF COMPETITIVE POLICY 


It is necessary to observe at the outset 
that the book fails to meet the promise of its 
title and its announced objective. It is not 
an adequate treatise on “‘the requisites of a 
governmental policy” for ‘‘maintaining 
competition.”’ Antitrust policy is only one 
part of a competitive policy. Competition 
cannot be maintained as an efficient mecha- 

t A review note of Corwin D. Edwards, Maintain 
ing Competition: Requisiles of a Governmental Policy 
(New York: McGraw-Hill & Co., 1949). Pp. xi+ 337. 
$3.75. 
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nism for achieving economic progress and 
for allocating and utilizing resources merely 
by governmental action to regulate trade re- 
lationships or the size of business units. 
Such policies are negative in their effects 
they prescribe what cannot be done or what 
must be undone. More basic to the mainte- 
nance of a competitive order are govern- 
mental] policies which induce businessmen to 
take affirmative actions that are socially de- 
sirable. These policies embrace the mitiga- 
tion of cyclical fluctuations; the broadening 
of international trade and investment; and, 
most important, the acceleration of the 
pace of invention, innovation, and domestic 
private investment through taxation and 
other measures. 

As Schumpeter has shown, competition is 
a product, as well as the instrumentality, of 
economic growth. By accelerating techno- 
logical advances and expansion of the econ- 
omy, government can indirectly destroy un- 
desirable monopoly power far more exten- 
sively than by negative actions to disinte- 
grate business units or to rearrange trade 
relationships. Edwards is not, of course, un- 
aware of the influence of these other factors 
upon the vigor of competition. But he over- 
looks or grossly minimizes their importance 
As a result of a highly restricted concept 
of competitive policy, he exaggerates both 
the extent of monopoly power in the Ameri- 
can economy and the efficacy of antitrust 
policy to curb or reduce monopoly. 


ITHE MEANING OF COMPETITION AS A 
NORM OF PUBLIC POLICY 


Because antitrust policy aims at main- 
taining “‘competition,” it is obviously im- 
portant that this concept be appropriately 
defined. Edwards rejects ‘perfect’? compe- 
tition as the goal of his competitive policy 
and properly accepts the criteria usually as- 





62 NEIL H. 


sociated with “workable” competition. 
However, he makes this significant state- 
ment: “The competitive process which it is 
the purpose of a competitive policy to pre- 
serve is simpler, cruder, and less compre- 
hensively beneficial than the perfect compe- 
tition of classical economics” (p. 6). This 
involves a serious misconception. Workable 
competition in the real world of advancing 
technology, imperfect knowledge, overhead 
costs, slugg'sh transfer of resources, and un- 
certainty may be “‘cruder’’ than “perfect” 
competition; but it is certainly neither 
“simpler’’ not “less comprehensively benefi- 
cial”—unless one places “perfection” in 
competition above economic progress as a 
goal of public policy. A progressive economy 
requires imperfections in competition. It 
could not persist without some degree of 
monopoly power and the possibility of ac- 
quiring it. Let the devotee of “perfect”’ 
competition face realistically and in detail 
the problem of initiating a new enterprise in 
a “perfectly” competitive market, if he 
doubts this statement. The classical econo- 
mists did not commit the error of regarding 
“‘nerfect”’ competition as the most beneficial 
state of affairs; for they did not mistake the 
presentation of a theoretical model, useful 
as an intellectual exercise in economic anal- 
ysis, for a norm of public policy. 


RESTRICTIVE AGREEMENTS 


The author thoroughly reviews restric- 


tive agreements between businesses to 
avoid competition or to restrict entry of 
new competitors. He points out that the 
great variety of such agreements, explicit 
and tacit, some of which are at least in part 
beneficial to consumers (i.e., agreements to 
co-operate in research) make it inadvis- 
able to set forth in legislation a specific list of 
subjects on which businessmen may not 
combine. He approves the ‘‘rule of reason” 
utilized by the federal courts, which, in es- 
sence, prohibits parallel actions by the 
traders in a market only when the effect is to 
lessen competition materially or to produce 
substantial increases in monopoly power. It 
would appear, then, that the vital economic 
problems are: (1) How should a lessening of 
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competition or an increase of monopoly 
power be measured? and (2) What consti- 
tutes a “‘substantial’’ change in these vari- 
ables? Edwards produces no answers to 
these questions and concludes that there is 
no feasible alternative to letting the courts 
work out solutions in case-by-case proce- 
dure. This would be satisfactory, if there 
were evidence that the courts were develop- 
ing wise and consistent criteria for judging 
particular agreements. I am unable to fol- 
low the author’s sanguine view that “old 
uncertainties are disappearing” as the prece- 
dents accumulate. To me it appears that the 
accumulation of inconsistent and paradoxi- 
cal precedents is steadily adding new un- 
certainties for business. 

Edwards finds present legislation ade- 
quate for dealing with restrictive agree- 
ments, although he is properly aware of the 
need for reducing the great business uncer- 
tainties that its broad and indefinite lan- 
guage creates. He denies the practicability 
of granting exemptions from the laws to 
submissions of particular proposed agree- 
ments im advance, on this ground: ‘Such 
submittals cannot be expected to include a 
comprehensive and dispassionate review of 
the environmental setting in which a partic- 
ular arrangement is likely to be established, 
and of the consequences which are likely to 
result from interaction between the arrange- 
ment and the environment” (p. 48). If one 
accepts this principle as valid, one might 
well ask Edwards how he finds himself able, 
later on, to condemn large businesses in ad- 
vance, without a thorough case-by-case 
study of the environmental setting of each 
big corporation and of the consequences of 
its interaction with its environment. If 
agreements between business concerns are 
so complex in their effects as to preclude ad- 
vance approval, it would seem that the con- 
sequences of giantism are likewise so com- 
plex and imperfectly understood as to debar 
advance condemnation. 


EXEMPTIONS FROM ANTITRUST LAWS 


Most of the conclusions reached by Ed- 
wards in his chapter on exemptions from the 
antitrust laws are strongly appealing to be- 
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lievers in a competitive economy. We shall 
not challenge his recommendations to repeal 
the Webb Act, to tighten up the exemptions 
now granted to co-operative organizations, 
to eliminate the Agricultural Marketing 
Agreements Act of 1937 or the Miiller- 
Tydings Amendment to the Sherman Act of 
the same year. It is when the author tackles 
the thorny problem of reconciling public 
policy on labor unions with competitive pol- 
icy that he loses his persuasiveness. 

The author avers that the following three 
crucial differences exist between collusive 
actions among businesses, on the one hand, 
and among workers in a union or among 
separate unions, on the other hand, which 
warrant exempting labor unions from the 
rules applicable to private agreements among 
other types of economic groups: 

1. “Labor organization does not neces- 
sarily tend toward inequality of bargaining 
power, and the absence of labor organization 
makes such inequalities probable, whereas 
collusive selling by businessmen typically 
does tend toward such inequality” (p. 77). 

The bargaining power of a small business 
may be as unequal to that of a big union, 
which monopolizes its supply of manpower, 
as the bargaining power of a big business, 
which monopolizes the jobs available to a 
small group of specialized workers, is un- 
equal to that of their union. No one knows 
which type of inequality is currently more 
prevalent. The fact that the number of inde- 
pendent business units is many times the 
number of independent labor unions sug- 
gests that the most frequent type of ine- 
quality is that in which the business has the 
lesser bargaining power, especially under a 
national policy dedicated to the mainte- 
nance of high employment and providing 
such buffers to income as unemployment 
compensation and old age annuities, and 
when it is recalled that business investment 
is usually committed to a particular place 
and purpose to a much higher degree than 
are the skills of its employees. While many 
other factors, such as relative financial 
strength, must be taken into account, surely 
it is a rash generalization in this era of in- 
dustry-wide unions to say that further labor 


organization would not tend to produce in- 
equalities of bargaining power. 

2. “The risks imposed by competition are 
more serious for labor than for business”’ 
(p. 77). 

This is a strange inversion of accepted 
economic doctrine, which has always held 
risk-bearing to be a function of the entre- 
preneur par excellence. Present public pol- 
icy appears to be based upon the traditional 
view; for it offers unemployment compen- 
sation to the employee who loses his job but 
gives nothing to the businessman who fails, 
losing not only his job but his capital as well. 

3. “The most important aims of the or- 
ganized labor movement, as distinguished 
from its methods and from perversions of 
purpose to which particular unions are 
sometimes subject, are consistent with the 
objectives of a healthy economy” (p. 78). 

The implication of this argument is that 
the most important aims of business firms 
are not consistent with the aims of a healthy 
economy. It is hard to reconcile such a view 
with the author’s earlier profession of faith 
in the basic merits of a private-enterprise 
economy. We may assume that he does not 
really believe that businessmen spend 80 per 
cent of their time combining and conspiring 
to lessen competition, coercing competitors, 
and exploiting consumers, and only 20 per 
cent in raising the efficiency of production 
and marketing operations, improving old 
products, and developing new ones. 

The author proposes that antitrust laws 
be applied to unions only in so far as their 
activities are directed toward control of 
“commercial competition,”’ that is, collusive 
actions faken with business firms to maintain 
prices, prevent new firms from entering an 
industry, etc. This would leave labor un- 
ions free to engage on their own—so far as 
antitrust policy was concerned 
coercive and restrictive practices as prescrip- 
tion of unreasonable and costly working 
rules or exclusive entrance requirements, on 
the ground that they do not affect “‘com- 
mercial competition.”” Yet it is common 
knowledge that such unilateral practices by 
unions frequently operate to prevent new 
businesses from entering the competitive 


in all such 
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arena or force the retirement of existing 
firms. The distinction does not stand up un- 
der economic analysis. 

The author expresses deep concern about 
concentrations of economic power in large 
business corporations. Apparently, he feels 
no alarm over concentrations in the hands of 
the officers of some giant labor unions, for 
this topic is not mentioned. Yet, on any 
meaningful definition of the phrase, Mr. 
Petrillo of the AFM or Mr. Lewis of the 
UMW control private concentrations of eco- 
nomic power far more potent than those 
controlled by the executives of even the 
largest firms with which they deal. We need 
not be concerned here with the question of 
whether their powers are exercised benefi- 
cially or adversely to the public welfare, for 
Edwards advances the proposition that the 
mere existence of great economic power al- 
leged to be held by giant corporations is 
damaging to the public weal, irrespective of 
whether or how the power is used. One who as- 
serts this principle would seem to find it 
doubly necessary to subject labor unions to 
the same tests of size and economic power 


that he proposes to apply to other private 


economic groups. 


CONCENTRATION OF ECONOMIC POWER 


Edward’s longest chapter, containing his 
most novel and far-reaching analysis and 
public policy prescriptions, is devoted to 
concentration of economic power. I shall at- 
tempt to summarize his position, to outline 
his proposals, and then to comment upon 
both of them. 

In the author’s opinion “‘the damage done 
to competition by concentrated economic 
power is less revocable and potentionally 
more extensive that than done by restrictive 
agreements” (p. 91). There are three types 
of concentrated power in industry, each re- 
quiring separate measures of public policy, 
namely, the monopoly (or monopsony) con- 
trolling a substantial proportion of all sales 
(or purchases) in an industry; the vertically 
integrated firm competing in an industry 
with nonintegrated or partially integrated 
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firms; and the industrial giant which is 
merely large and is not necessarily either a 
monopolist or an integrated firm. However, 
it appears that the real culprit is the corpo- 
rate giant, for only a very large enterprise 
can exert appreciable controi over the mar- 
ket for the output of an “industry” de- 
fined broadly enough to exclude close sub- 
stitutes from the buyer’s point of view or 
can “‘squeeze”’ less well-integrated competi- 
tors. No one is going to worry much about 
the ‘“‘monopoly” enjoyed by the XYZ Cor- 
poration, which, let us say, produces go per 
cent of the nation’s stamped copper buttons, 
even if it smelts its own metal and owns a 
copper mine! 

The continued existence of many smaller 
firms alongside the giant in an industry is no 
guaranty of active competition, for the small 
firms are ‘‘exposed to coercion and possible 
destruction” by the giant (p. 94). If the 
giant is disproportionately integrated, so 
that it is a customer or a supplier for its 
nonintegrated competitors, it has special 
monopoly powers derived from “‘mere abil- 
ity to juggle its profits between stages of 
production” (p. 98). Apart from this, great 
“source of special advantage in 
litigation, politics, public relations, and 
finance” (p. 102). Although the great 
powers of the large corporation are often 
not used, their mere existence is a social 
evil, and ‘“‘no amount of business statesman- 
ship on the part of those who control great 
corporate estates can eliminate recurrent 
conflicts of interest between these corpora- 
tions and other economic groups” (p. 105). 

What, then, would Edwards have us do? 
He admits the persuasiveness of the case for 
maintaining large single-plant concerns 
whose great size came about as a result of 
production economies; but he brands as 
“problematical’’ and “doubtful” the argu- 
ments for multiple-plant enterprises based 
upon large-scale marketing, financing, and 
general management economies. The argu- 
ments that society is served by the diversifi- 
cation of risks in a large enterprise or by the 
large firm’s ability to finance extensive re- 
search and product development he “‘dis- 
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counts”’ heavily. The author concludes that 
no rigid ceiling on permissible size may be 
set for large corporations. His solution is “to 
establish a rebuttable presumption against 
bigness in excess of some relatively high 
level” and thus to “place the burden of 
proof upon the large enterprise to justify its 
existence” (p. 131). So far as concentration 
of economic power arising from monopoly is 
concerned, “the attack upon excessive power 
must consist in a series of proceedings 
against particular examples of such power” 
(p. 121). The present legal tests of monopoly 
(price discrimination, occupancy of the mar- 
ket, and impersonality of the competitive 
process) are defective in failing to distin- 
guish between “inherent power and the ad- 
vantages that some enterprises derive from 
the customs and inherent imperfections 
which characterize certain markets” (p. 
125). Instead, “a combination of the two 
tests of power to exploit and power to co- 
erce would constitute the most satisfactory 
basis for identifying monopoly power”’ (p. 
129). As for economic power attributable to 
disproportionate integration, ‘‘a broad stat- 
ute which would acquire explicit meaning 
gradually through decisions in test cases’ 
should be designed to ‘‘challenge substantial 
disproportions where better proportioning 
would be technologically possible’’ (p. 130). 

Edwards’ program for disintegrating 
large business corporations would alter the 
structure of ownership and management of, 
perhaps, 30 per cent of the total assets in the 
hands of American nenfinancial corpora- 
tions. Ordinary prudence demands that the 
case against big businesses should be com- 
pelling and that the alternatives sought 
should be demonstrably superior before so 
sweeping and drastic a program of action is 
undertaken. The book definitely does not 
sustain these burdens of proof. Present or- 
ganized knowledge of the organization, poli- 
cies, and performance of large business units 
is far too scanty to warrant any conclusions 
about public policy in the field. Judgment of 
the giant enterprise must be suspended until 
extensive empirical research has provided a 
substantial factual basis for action. Pos- 


sessing as we do the largest business popu- 
lation in our history and with no compelling 
evidence of increasing monopoly power in 
business, we have ample time to assemble 
and analyze the facts necessary to make 
reasoned judgments. 

Before we may be sure whether or not a 
sweeping program of big-business disintegra- 
tion is clearly in the public interest, what 
ought we to know? A thorough analysis is 
needed of the internal organization and op- 
erations of large manufacturing and trading 
enterprises, of the points within them at 
which policies are made, and of the processes 
of business policy formation, before one is 
able to say how competitively or noncom- 
petitively they behave in practice. Lines of 
investigation need to be developed for re- 
vealing powers, motivations, and actions of 
different levels of management in the large 
firm under different sets of of circumstances. 
Does the environment of decision, the na- 
ture of the internal organization, and the 
operating policies of the corporate giant 
typically assure that they respond to in- 
centives of profit and loss? Are there usually 
located within them a large number of pol- 
icy-making points in the managements of 
their subsidiaries or operating divisions? 
Gordon’s study of Business Leadership in the 
Large Corporation tentatively supplies an 
affirmative answer to some of these ques- 
tions, as does Drucker’s Concept of the Cor- 
poration. 

Another subject which requires extensive 
empirical investigation is the range and ex- 
tent of interindustry and interproduct com- 
petition; for this alone will enable us to 
know what things constitute ‘“‘substan- 
tially the same product” in the minds of 
buyers and, therefore, when an important 
condition of.workable competition in a mar- 
ket is satisfied. In making prices, to the ac- 
tions of. what other enterprises does the 
manager of the large firm give regard? For 
example, U.S. Gypsum Company is the 
dominant producer of gypsum wallboard. 
If, in fact, gypsum wallboard competes ac- 
tively with other wall materials, such as 
lath-and-plaster, pressboard, plywood, and 
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glass brick, it would appear that this com- 
pany may have relatively little “control” of 
the total market for wall materials, even 
though it may sell more than 50 per cent of 
all the gypsum wallboard sold in the Ameri- 
can market. 

Further enlightenment is required re- 
garding the typical actions of integrated 
corporations. It is argued that they may cut 
prices on one product or in one market area 
to undersell their smaller nonintegrated ri- 
vals, meanwhile relying upon higher prices 
on other commodities in its line or in other 
market areas to make an over-all profit. It is 
also argued that, wherever there are sub- 
stantial joint or overhead costs in the pro- 
ductive process of a multi-product concern, 
these costs may be allocated deliberately to 
such commodities or to such markets as to 
reflect low costs and positive profits as an 
apparent justification for “cut-throat” tac- 
tics. But do large corporations behave in 
these ways? How are their allocations of 
made between commodities and 
markets? How have they been changed 
through time? For what reasons? Under 
what circumstances? Do giant businesses 
typically enter into agreements with com- 
petitors either to avoid variations between 
markets in prices or to regard particular 
markets as suitable for “high”? and other 
markets as suitable for “‘low”’ prices? These 
are questions of fact and need not be the sub- 


cost as 


ject of surmise. 

The charge that the large firm’s monopoly 
power is variously expressed by (a) keeping 
prices high, (6) curtailing sales with result- 
ing unutilized capacity, (c) reducing the 
quality of its products, and (d) being lethar- 
gic in the improvement of its processes and 
products needs to be examined empirically. 
Does the behavior of big businesses show 
that they have generally expressed their 
economic power in these ways? What have 
been the trends in the prices and qualities of 
their products in comparison with other 
commodities? Is there evidence of persistent 
unutilized but efficient productive capacity 
under their control? What roles have they 
played in advancing the technology of their 
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industries? Have they been innovators or 
conservators? 

Again, we need more facts in considering 
the argument that the large concern can ex- 
ercise monopsony power by reducing its pur- 
chase prices under threat of stopping buying 
from smaller suppliers for whom the large 
firm constitutes a vital market. Do large 
firms dominate the demand for their prin- 
cipal raw materials? Do they buy more 
cheaply than their smaller competitors, by 
margins that amount to more than can be 
explained by large-quantity cost differen- 
tials? How have their suppliers fared finan- 
cially, and what has been the rate of turn- 
over among them? Or is the counterargu- 
ment valid-—that the larger the buying con- 
cern, the greater is its need for dependable 
sources of supply, and the stronger are the 
inhibitions it feels to an exercise of monop- 
sonistic power in ways deleterious to sup- 
pliers? 

The argument that great size is a ‘‘source 
of special advantage in litigation, politics, 
public relations and finance”’ has a double 
edge. The large firm is much more vulner- 
able to attack by politicians and frequently 
has additional costs imposed upon it to de- 
fend itself. Thus it is said that A and P spent 
$1.5 million during 1939-41 to convince 
voters that chain stores are socially desir- 
able. This was an outlay that smaller chain- 
store operators did not have to make, al- 
though they shared in the advantages that 
it purchased for the whole chain retailing 
industry! Because of their exposed positions, 
the managements of great enterprises may 
be so much more sensitive to charges of 
misuse of economic power than are the man- 
agements of smaller competitors that they 
are less likely to engage in coercive or dis- 
criminatory practices. 

The broad investigation of large Ameri- 
can businesses proposed here will require 
their managements to open up their records, 
files, and minds to the scrutiny of compe- 
tent social scientists. We may concur in Ed- 
wards’ point that the great firm has a re- 
sponsibility to the public to make available 
far more information about its policies and 
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procedures than it has been accustomed to 
providing. For example, it will be necessary 
to ascertain the protit-and-loss records of 
each commodity or geographical! division or 
subsidiary of the corporate giant, as well as 
data for operations in the aggregate. Sys- 
tems of cost allocation, pricing, and in- 
vestment policy should be matters of public 
information. It is in the large firm’s obvious 
interest to do this because kifowledge of the 
whole truth is the only way in which suspi- 
cion and dark surmise—if it is unfounded— 
can be dispelled. 

It is important to recognize that Edwards 
presents, in essence, a theoretical analysis of 
how concentrations of economic power could 
be used disadvantageously to society. He 
has not shown that the large firm typically 
possesses great power over markets or that 
the customary business policy of the large 
firm is to use what economic power it pos- 
sesses in socially undesirable ways. It is 
easy to cite instances of abuse, but quite an- 
other matter to demonstrate that abuse is 
inherent in the situation. Lacking substan- 
tial evidence (as the author himself admits), 
he makes use of data that do not meet the 
tests of scientific observations. Charges 
against large firms not yet tried in court are 
treated as facts. Indictments by the Depart- 
ment of Justice are cited as evidence. Argu- 
ments against the large firm are supported 
with numerous citations; few are given in 
their defense. Virtually no data obtained di- 
rectly from businesses are presented. 

Legal action against business firms based 
upon imputations of economic power repre- 
sents a principle that must be rejected. The 
state punishes antisocial behavior, not pre- 
sumed power to commit unlawful acts. 
Most men have power to murder other men, 
but the state takes punitive measures only 
if they exercise this power. The paradoxical 
results of applying Edwards’ principle that 
“power to coerce’’ a rival firm is proof of 
monopoly and a ground for legal action may 
be seen by considering the case of two 
firms selling in the same market. Let us as- 
sume that one firm has available ten times 
the amount of liquid assets in reserve that 


are possessed by the second firm. The well- 
financed competitor clearly has “power to 
coerce’’ its impecunious rival, under threat 
of ruinous price-cutting. If mere “power to 
coerce”’ justifies prosecution as a “‘monop- 
oly,”’ the tens of thousands of suits that 
would have to be filed by the Department of 
Justice to eliminate such powers among the 
3,400,000 business enterprises competing in 
the thousands of geographical and commod- 
ity markets of the United States would 
reach an appalling number. It would appear 
that nothing short of flat equality in the fi- 
nancial resources of all competitors in each 
market (and of their owners) would fully 
satisfy this criterion of “competition.” If 
this were so, what incentive would remain to 
play the competitive game, to grow, and to 
prosper? 

The common sense of the matter is that 
cut-throat price-cutting is exceptional con- 
duct in the competitive game. Normally, 
business managements do not seek to de- 
stroy rivals by cut-throat price-cutting; for 
they are preoccupied with expanding the 
aggregate market for their product, develop- 
ing cost-cutting techniques, improving the 
quality of their product or the accompany- 
ing services, etc. The state should proceed 
against specific acts of coercion, restriction, 
or conspiracy, which have consequences that 
are socially important enough to warrant ac- 
tion. A primary task of the economist is to 
define explicitly the circumstances under 
which business conduct is unlawful and legal 
action is called for. 

Edwards’ proposals for dealing with mo- 
nopoly, integration, and large size are open 
to another serious objection, even on the as- 
sumption that a case for disintegrating 
large units could be sustained. The sweeping 
but vague character of the legislation which 
he proposes would give federal officials un- 
trammeled authority to hail nearly every 
substantial enterprise into court at their dis- 
cretion and to have its management con- 
victed of crimes, unless it were able to prove 
its innocence of charges so vague that the 
prosecutors themselves are unable to specify 
them clearly or even to say what would con- 
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stitute proof of innocence. These are surely 
unusual applications of basic principles of 
Anglo-Saxon jurisprudence and of question- 
able constitutionality. Their application 
would create a situation of such great un- 
certainty for managements of large busi- 
nesses as to have a paralyzing effect upon 
their investment decisions and their com- 
petitive motivations. A primary condition of 
maintaining competition is a well-under- 
stood set of “‘rules of the game.” Business 
can thrive even under adversity, if manage- 
ments know the permissible alternatives. 
But Edwards’ proposals, taken as a whole, 
would enormously expand the aura of gen- 
eral uncertainty. The author himself says 
later on: ‘Nothing would be gained by using 
the powers of government to deprive large 
enterprises of a venturesome spirit or to in- 
duce them to compete half-heartedly” (p. 
156). It is difficult to devise a scheme of gov- 
ernmental authority more perverse in these 
respects than those he suggests in respect to 
the large corporation. An enormous and in- 
supportable burden would be placed on fed- 
eral administrative agencies and the courts 
for “‘policing”’ business decisions. 

The believer in effective competition can 
agree with much of Edwards’ program for 
preventing the emergence of excessive power 
concentrations in the future, for it takes the 
form of definite and explicit rules which 
minimize uncertainty and interminable ad- 
ministrative and judicial action. More com- 
plete disclosures of corporate affiliations and 
large stockholders, less wide powers to ac- 
quire stock in other corporations, extension 
of the prohibitions now contained in the 
Clayton Act to prevent acquisitions of assets 
where the effect would be to lessen competi- 
tion substantially—all these appear to be 
commendable reforms. 

But the author goes further. He would 
discourage excessive expansion by reinvest- 
ment of corporate earnings” through the 
taxation of undistributed profits at rates 
progressing with the size of the corporation 
(p. 146). This proposal is based on the as- 
sumption that only when businesses raise 
funds via the open market is there a com- 


petitive test of profit prospects and that 
business managements typically retain and 
invest all the profits they can merely to “at- 
tain greater power” and without reference 
to the prospective profitability of the in- 
vestment. These assumptions are certainly 
contradicted by what we know about cor- 
porate financial policy. There is much evi- 
dence to suggest that medium and small cor- 
porations retain larger fractions of theirearn- 
ings, at least in good times, than do large en- 
terprises. It has been generally believed that 
they do this not because their managements 
are hungry for “power”’ but because they see 
opportunities for profitable expansion and 
find it more costly or difficult to obtain funds 
from the open market than the big firm does. 
There is no evidence to support the view 
that managers of large firms act under differ- 
ent motivations. Progressive taxation of un- 
distributed earnings is a proposal that 
should be rejected. It runs counter to the 
requirements of long-run federal tax reform, 
which should aim to eliminate the anoma- 
lous taxes on corporate profits—distributed 
or undistributed. It would probably do 
more harm to medium and small businesses 
than to large ones, in any event, and thus 
would defeat its purpose. 

COERCIVE AND EXPLOITATIVE BEHAVIOR 

Coercive activities are defined to include 
the following: pre-emption of facilities nec- 
essary to competitors, discriminatory pric- 
ing aimed at destroying the independence of 
competitors, “squeezing” of nonintegrated 
producers by disproportionately integrated 
firms, tying arrangements, and reciprocal 
buying agreements. Exploitative activities 
are defined as price-raising, reduction of 
quality, and “other policies designed to 
afford monopoly profits at the expense of 
consumers” (p. 157). Most of the discussion 
is useful and cogent, but the over-all treat- 
ment suffers from the same defects as those 
noted in connection with other topics, name- 
ly, scanty evidence of the general existence 
of such practices and policy proposals 
whose vagueness would probably be far 
more effective in inhibiting desirable busi- 
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ness activity than it would be in prohibiting 
undesirable practices. 


ENTRY AND ACCESS OF FIRMS TO MARKETS 

The author properly observes that entry 
and access of new firms into markets is a 
vitally important objective of competitive 
policy. He says: 

So long as entry is easy, the potential com- 
petition of new technology, new business meth- 
ods, and new marketing policies tempers the 
behavior of firms already present. The effects of 
this potential competition are to reduce the 
likelihood of collusive agreements, to moderate 
the restrictions in agreements actually made, to 
lessen the restrictive effect of concentrated con- 
trol over production and purchases, and to di- 
minish the advantages which the most powerful 
concern may obtain through coercion [p. 186]. 


The evident truth of this statement might 
have suggested to the author (1) that an 
examination of the facts about entries into 
markets is prerequisite to the formation of 
valid judgments of monopoly powers there- 
in; (2) that the absence from his study of 
any factual data regarding entries may have 
resulted in an inaccurate view of the extent 
of monopoly power; and (3) that public pol- 
icies to facilitate invention, innovation, and 
investment by new firms, and old ones as 
well, should be a cardinal point in a program 
for maintaining actual and potential com- 
petition at a high level of intensity. 

Of major importance to the entry and ac- 
cess of new firms are lega! barriers to tech- 
nological information, of which the most im- 
portant are the limited legal monopolies 
granted to inventors by the federal patent 
law. The author gives an extended discus- 
sion of the nature of patent rights and of the 
monopolistic positions that may be built up 
in an industry through devices to control 
important blocs of patents on its technol- 
ogy. Although Edwards properly rejects 
general compulsory licensing of patents, he 


recommends that the patent system should 
be reformed to prevent the grant of im- 
provident patents, that “economic as well 
as technical tests should be applied in de- 
termining whether to grant the patent” 
(p. 237), and that “government retain the 
right, in case of abuse, to require the pat- 
entee to extend licenses to all applicants” 
(p. 240). This is a field in which abuses cer- 
tainly have occurred but in which the proper 
direction of reform is not yet clear. The basic 
problem presented by patents is to obtain 
for the economy the benefits of the incen- 
tives to invention and innovation that lim- 
ited patent monopolies undoubtedly yield, 
while at the same time preventing extension 
of control over an important market by one 
firm through an accumulation of limited 
patent monopoly powers. Both the incentive 
and the monopoly aspects of patents require 
concurrent attention in devising public 
policy. 
CONCLUSION 


The author calls for a vast enlargement of 
appropriations to the Antitrust Division of 
the Department of Justice and the Federal 
Trade Commission to enable them to exer- 
cise the greatly expanded powers that he de- 
sires to see in their hands. When the full 
extent of these powers is appreciated, one is 
inclined to believe that Edwards’ request for 
a fourfold increase in the personnel of the 
Antitrust Division and the Federal Trade 
Commission errs on the side of modesty. 

This book is a useful work because it 
raises, more sharply than any predecessor 
in its field, issues that require extensive 
study in coming years. By pointing to gaps 
in our knowledge and to the urgency of ex- 
tensive research in business policy and com- 
petition, it should accelerate the growth of 
knowledge in fields that have been neg- 
lected. Several years hence we may hope 
that it will be possible to write the definitive 
textbook on “‘maintaining competition.” 





STATE BONUSES FOR VETERANS 


IRVING H. SIEGEL AND EDGAR WEINBERG’ 
Veterans Administration 


SIGNIFICANCE FOR ECONOMISTS 


HIS note supplements an earlier one in 
Titis Journal directing the attention of 
economists to the neglected, but significant, 
area of public expenditures for veterans’ as- 
sistance.? Bonus payments, the largest of 
such expenditures by states, have shared in 
this neglect for several reasons in addition 
to the usual ones. For example, they are 
one-time, lump-sum payments, and they 
were not even anticipated by state experts, 
who planned the postwar “reconstruction” 
around public works and other measures to 


counteract unemployment. Furthermore, 


these expenditures are puny, contra-cyclical 
weapons compared to the federal credit and 
monetary powers which have almost exclu- 
sively occupied the attention of students of 


functional finance. 

World War II state bonus 
merit attention if only because they have al- 
ready had an impact on tax and debt struc- 
tures that will be felt for many years and be- 
cause they will affect earlier conceptions of 
tolerable levels of state spending for welfare 
purposes. The problem of financing them fits 
into a tradition which goes back at least to 
1690, when Massachusetts issued the first 
government paper money in Ainerica.} It is 
also of interest that the state bonus-financ- 
ing programs rely heavily on tax-exempt 


payments 


‘ The views expressed here are those of the au 


thors as individuals and not necessarily those of the 
government agency with which they are connected 

71. H M. F. W 
Expenditures for Veterans’ Assistance,”’ 
Political Economy, LV1 (December, 1948), 52 
) Military against the 
occasioned the initial paper-money issues of 
other New England colonies (see, e.g., C. P. Nettels, 
Money Supply of the American Colonies before 1720 
|[Madison: Wisconsin University Press, 1934], 
p. 255, and R. A. Lester, Monetary Experiments 
[Princeton: Princeton University Press, 1939], p. 7). 


Siegel and Taylor, ‘Public 
Journal of 
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campaigns French al- 
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bonds, which are frequently mentioned in 
tax-reform proposals intended to augment 
the supply of equity capital. Again, bonus 
payments could play a modest role in any 
federal-state stabilization program involv- 
ing, among other devices, the timely trans- 
fer of purchasing power to various segments 
of the population.’ Finally, the approval of 
state bonuses by legislatures and electorates 
in a period of prosperity may presage the ap- 
proval of a fantastically huge federal bonus 
in the event of a sharp or prolonged reces- 
sion.® 

The outstanding generalization suggested 

+ See, e.g., the proposals of Chairman McCabe of 
the Federa] Reserve Board in New York Times, 
August 8, 1940. 

S Interest in developing the information needed 
for co-ordinating federal policies with those of po- 
litical subdivisions is expressed, for example, by U.S 
Congress, Joint Committee on the Economic Report, 
Statistical Gaps (Washington: Government Printing 
Office, 1948), p. 10; and G. W. Ensley, ‘“‘Suggested 
Lines of Economic Research Needed To Carry Out 
Objectives of the Employment Act,’’ American 
Economic Review, XXXIX (May, 1949), 461-62 

A reference to the possibility of including veter 
ans’ benefits in a compensatory payments scheme is 
made by A. G. Hart, “Timing and Administering 
Fiscal Policy: How To Give Relevant Counsel,”’ 
American Economic Review, XX XVIII (May, 1948), 
436. Bonuses, unemployment and self-employment 
allowances (expired July, 1949, for most veterans), 
education and training subsistence payments, and 
occasional National Service Life Insurance divi- 
dends are superior as “automatic stabilizers’ to 
changes in disability compensation and pension 
rates, since upward adjustments of these rates are 
politically irreversible. 

A multibillion-dollar bonus plan, embodied in 
H.R. 914 (81st Cong.), would provide up to thirty- 
five hundred dollars (domestic service) or forty-five 
hundred dollars (foreign service) plus five hundred 
dollars for each wound for which a chevron or other 
decoration is prescribed. It is noteworthy that the 
delegates to the 1949 convention of Amvets, 
the largest organization of World War II veterans, 
approved a federal bonus resolution despite the 
opposition of the leadership. 
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by the material presented here and in the 
earlier paper is that the payment of World 
War II state bonuses is premature, if not 
superfluous. Extensive federal and state aids 
have facilitated the readjustment of World 
War II veterans and have buoyed up their 
incomes. Favorable business conditions have 
permitted millions of veterans to find jobs 
without displacing others. The unemploy- 
ment rate for veterans has long been almost 
as low as that for other males of similar age. 
As for the net worth of the bonus to veter- 
ans, it should be noted that they are not ex- 
empt from the additional taxes imposed on 
income, consumption, etc., to defray the 
cost.’ Finally, the payment of bonuses in an 
inflationary period has added to the pressure 
on prices of consumer goods in short supply, 
while reducing somewhat the capacity of 
states to finance such needed improvements 
as roads, schools, and housing. Ratchford’s 
conclusion concerning World War I state 
bonus programs, which seems too harsh in 
view of the paltry federal aids to ex-service- 
men returning to a lethargic economy after 
the first great conflict, may turn out to be 
more descriptive of the post-World War I 
experience: 

The debts incurred for bonuses did not make 
any constructive contribution toward the solu- 
tion of the veteran’s problem; instead, the whole 
idea of state bonuses only added confusion to 
the question and encouraged veterans’ groups 
to persevere in the good old American custom of 
asking more from legislative bodies.* 


RATIONALE OF STATE BONUSES 


Veterans’ needs and political pressure do 
not provide the ultimate explanation of 


7 Only in New Hampshire were World War II vet- 
erans exempted from a major tax levied to raise 
funds for the bonus. 

*B. U. Ratchford, American State Debts (Dur- 
ham: Duke University Press, 1941), p. 582. A. A. 
Friedrich, writing on “Veterans’’ in the Encyelo- 
pedia of the Social Sciences, XV (New York: Mac- 
millan Co., 1935), at a time when the greed of ex- 
servicemen was being condemned by the representa- 
tives of other claimants of federal benefits, properly 
noted that veterans’ organizations behaved like 
high-tariff manufacturers, railroad promoters, and 


state bonuses, although these factors do in- 
fluence the timing and amount of the dis- 
bursements. The rationale of these benefits 
is to be found in the preambles to bonus 
laws and in court decisions concerning these 
laws; in the (crude) provisions for differen- 
tial payments on the basis of length and 
place of service; and in the very terms “ad- 
justed (service) compensation,” “state pay 
for military service,” etc. 

It appears, from a review of the relevant 
materials, that the objectives of the bonus 
are well summarized in the preamble to the 
Indiana law: “*. . . to contribute to equaliz- 
ing the burden of military service among all 
her citizens and to encourage service and de- 
votion in the future defense of the nation, 
thereby serving the public purposes of this 
state and promoting its general welfare.” In 
other words, state bonuses are intended (1) 
to adjust, to some extent, for the difference 
between the wartime pay scales of uni- 
formed personnel and civilians and (2) to 
supplement the wartime pay of servicemen 
(which includes noncash items and family 
allotments), thereby bringing the total re- 
muneration for military service closer to the 
normal supply price.® 


other minorities securing “effective representation 
of their interests in governmental circles’’ (p. 246) 


’ The price required to call forth any specified 
amount of voluntary military service is, of course, 
conjectural. As for the “productivity’’ of the armed 
forces, there is no objective way of estimating the 
worth to society of services which are indispensable 
to maintenance of the conditions of economic ac 
tivity. In view of the large area of indeterminacy, 
it is not surprising that political bargaining strength 
is a decisive factor in fixing the ultimate wage of 
military service 

Some interesting recent observations on national 
defense in relation to national income may be 
found in C. S. Shoup, Principles of National Income 
Analysis (Boston: Houghton Mifflin Co., 1947), 
pp. 266-70; and in S. Kuznets, “On the Valuation 
of the Social Income—Reflections on Professor 
Hicks’ Article,’’ Economica, XV (February, 1948), 
8, and “National Income: A New Version,”’ Review 
of Economics and Statistics, XXX (August, 1948), 
156-57. According to E. F. Denison, “Report on 
Tripartite Discussions of National Income Meas- 
urement,”’ Studies in Income and Wealth, X (New 
York: National Bureau of Economic Research, 
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The actual contribution of state bonuses 
toward correcting the wartime service wage 
is minor in comparison to the contribution 
of the many specific-purpose benefits pro- 
vided to veterans by the federal and many 
state governments. These specific benefits 
were intended, in the main, as substitutes 
for a bonus.’® Since they were more or less 
anticipated by persons entering the armed 
forces, they may, more properly than state 
bonuses, be regarded as deferred or with- 
held components of the total military wage." 


EXPENDITURES FOR STATE BONUSES 

By the end of 1949, Alaska and eighteen 
states* had authorized the payment of 
about $2.6 billion in bonuses to about 7.8 
million living World War II veterans and 
to the survivors of deceased participants. 
This expenditure will be over six times the 
amount spent by twenty states for bonuses 
after World War I. In fact, New York and 
Illinois will each spend something like the 
1947), 11, the British, Canadian, and United States 
experts who formulatea the concepts underlying the 
revised Department of Commerce national income 
series noted that the valuation of compulsory mili- 
tary service is “essentially arbitrary’? and agreed 
to consider wartime remuneration as the total wage. 
The equally plausible decision to include postservice 
benefits in the national income was ruled out for 
considerations of convenience. 

© H.R. 914, for example, provides for deduc- 
tion of “G.I. Bill’ benefits in the computation of 
“adjusted service pay.’’ Some of the states providing 
specific-purpose aids have, however, also under- 
taken more recently to pay bonuses. 

"To the extent that specific-purpose money 
benefits are regarded as deferred wages, they repre- 
sent transfers in time (i.e., from servicemen to them 
selves at a later date); they correspond to produc 
tion and resemble items included in the national 
income. To the extent that bonuses are regarded as 
adjustments for the difference between wartime 
military and civilian pay scales, they represent 
“pure’’ transfers of funds from one segment of the 
population (mainly nonveterans) to another 
(veterans). 

The eighteen states, in order of approval, are: 
Vermont, New Hampshire, Massachusetts, Illinois, 
Rhode Island, Michigan, Connecticut, New York, 
Ohio, lowa, Louisiana, South Dakota, North 
Dakota, Indiana, Minnesota, Washington, Delaware, 
and Pennsylvania. 
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World War I twenty-state total—$4o0o mil- 
lion and $385 million, respectively. The 
Pennsylvania bonus, ratified in 1949, may 
amount to about $500 million. Fourteen of 
the eighteen bonus-paying states provided 
similar benefits after World War I. 

The state bonus movement is still in prog- 
ress and could receive new impetus from 
any sharp rise in unemployment. In any 
case it seems likely that the eventual bonus 
total will surpass an estimate of $3 billion 
made as recently as 1948." In addition, 
there are administrative costs and interest 
on bonus bonds to be reckoned. Two more 
states have scheduled 1950 referendums on 
bonuses amounting to about $250 million— 
Missouri (which rejected a 1948 proposal) 
and West Virginia. 

In all, twenty states have held bonus 
referendums and the electorates of fourteen 
have approved. The generally favorable vote 
reflects, in part, the fact that about two- 
fifths of all males of voting age are war vet- 
erans and about one-third are World War II 
veterans."4 Three of the six disapproving 
states (Nebraska, New Jersey, and Oregon) 
provide specific-purpose benefits to World 
War IT veterans, as do some of the states 
which have approved. In the other three 
disapproving states (Maine, Missouri, and 
Wisconsin), opposition to a proposed sales 
tax was primarily responsible for the defeat. 

The average bonus payment will be about 
$300. Most states have established payment 
scales roughly reflecting differences in length 
and place (i.e., domestic or foreign) of serv- 
ice, and most specify an upper limit. The pe- 
riod of compensable service is generally re- 
stricted to the “shooting war,” which is 
shorter than the war period as defined in 

'L. H. Kimmel, 
Levels (Washington 
p. 24 

'¢ Failure of a large section of the electorate to 
vote on referendum issues also aids groups having a 
special interest in the outcome. Thus, although the 
1947 New York bonus proposai involved a ten-year 
tax program, blank or void ballots constituted 30 
per cent of the total (New York Times, September 
26, 1949). The percentage of blank or void ballots 
was even greater for other issues placed before the 
New York electorate in 1947. 


Government Costs and Tax 
Brookings Institution, 1948), 


er 
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most federal benefit laws. All states make 
payments in cash; the federal government, 
on the other hand, originally issued bonds 
to World War I veterans for adjusted service 
compensation and to Wor!d War II veterans 
for terminal-leave pay. All but two states 
(Louisiana and Vermont) require a min- 
imum period of service, and all require dis- 
charge under satisfactory conditions; but 
these limitations have little effect on the 
number of qualifying veterans." 


BORROWING FOR STATE BONUSES 


Bonus-financing accounts for a large part 
of the postwar borrowing of states, which in 
some instances have had to raise constitu- 
tional limits on outstanding debt. Resort to 
borrowing was doubtless encouraged by the 
substantial reduction in state debts during 
the war" and by the postponement of public 
works at the end of the war asa result of ma- 
terial shortages. An authoritative compila- 
tion shows that, as of June 30, 1948, the 
World War IL bonus bond issues of eight 
states comprised about two-fifths of the out- 
standing long-term debt of all forty-eight 
states, and about three-fourths of the long- 
term debt issued by all states in the four 
preceding fiscal years."? 

Part or all of the funds for bonus pay- 
ments were or will be obtained through bond 
issues by sixteen of the states. New Hamp- 
shire, New York, and Massachusetts also 
issued short-term notes to obtain immediate 
cash. Only Alaska, Indiana, and Vermont 
incurred no new debt for bonus payments. 

States are borrowing bonus funds on more 
satisfactory terms than they obtained after 
World War I. All the bonus bonds are of 
serial type, and most will be retired in an- 


ts Vermont denies payment for service as a com- 
missioned officer. This restriction is reminiscent 
of the disqualification of service above specified 
officer ranks in the World War I federal bonus law. 

1%*©E. T. Bonnell, “Public and Private Debt in 
1946,” Survey of Current Business, September, 
1947, Pp. II 

17U.S. Bureau of the Census, Compendium of 
State Government Finances in 1945 (Washington, 
August, 1949). 


nual instalments in ten to fifteen years. 
World War I bonus bonds were generally is- 
sued for longer periods and were not call- 
able; in 1948, about $38 million in such 
bonds were still outstanding, some not 
scheduled for retirement until 1955."* The 
interest cost of World War II bonds is gen- 
erally between 1 and 2 per cent; Louisiana is 
paying over 3 per cent. The interest cost of 
World War I issues, on the other hand, was 
4 or 5 per cent. Long loan periods and high 
carrying charges combined to make the to- 
tal interest on World War I bonus bonds 
about half as large as the total payments to 
veterans; in two states (New Jersey and 
South Dakota) the interest actually exceed- 
ed bonus payments.’® 

Despite initial doubts concerning the size 
of the market for bonus bonds, little diffi- 
culty has actually been experienced in dis- 
posing of them.” The dearth of competing 
issues, like public works offerings, has been 
a favorable factor on the supply side.” On 
the demand side, unprecedented federal in- 
come-tax rates have directed the attention 
of commercial! banks, insurance companies, 
and investors in the middle-income and 
higher-income brackets to tax-exempt secu- 
rities of modest yield.” Tables prepared by 
investment houses show, for example, that 
the return on a 2 per cent tax-exempt bond 
to a person with a taxable income of ten 
thousand dollars in 1949 would be equal to 


‘® Tax Foundation, Cash Bonuses for Veterans 
New York, 1948; processed), pp. 8-9. 
9 Ibid. 
See Business Week, March 16, 
and New York Times, January 23, 1949 


1947, P. 94; 


** For example, New York was able, in the four 
years after V-J Day, to award only $253 million in 
highway and bridge construction contracts, even 
though it planned a five-year outlay of $840 million 
(New York Times, September 23, 1949). The lag 
in the program is attributed to material shortages 
and high prices 


#1. M. Labovitz (‘Aftermath of War in State 
Finance,’’ Proceedings of the Thirty-ninth National 
Conference of the National Tax Association [1946], 
p. 68) attributes the low interest rates paid by the 
states to the dearth and attractiveness of tax- 
exempt issues 
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the return on a 3 per cent corporate bond. 
For a person with a taxable income of 
fifty thousand dollars a 2 per cent tax-ex- 
empt bond is equivalent to an investment 
with a taxable yield of 5.88 per cent. 


TAXATION FOK STATE BONUSES 


The raising of revenues to meet interest 
charges, retire bonus bonds, and make pay- 
ments to veterans has entailed the imposi- 
tion of new, and the increase of existing, 
taxes. Only Vermont has been able to fi- 
nance its bonus entirely out of surplus 


funds. 

Excise and sales taxes and corporate and 
personal income taxes are well represented 
in the revenue programs of states which 
have approved bonuses. In 1947, for ex- 
ample, Rhode Island and Connecticut 
adopted a general sales tax—the first states 
to do so since 1937. New cigarette sales 
taxes have appeared in Michigan and 
South Dakota; the latter state has also 
levied excises on beer and liquor. The cig- 
arette sales tax was increased in Illinois, 
Massachusetts, New York, and North Da- 
kota; the sales tax on alcoholic beverages 
was increased in Louisiana, Massachusetts, 
and North Dakota. Rhode Island adopted a 
corporate income tax in 1947; the existing 
rates in Connecticut and Massachusetts 
have been increased. Indiana, Minnesota, 
and New York have increased persona! in- 
come tax rates. Iowa, North Dakota, and 
Ohio have increased taxes on property. New 
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Hampshire repaid a $3.9 million bonus loan 
with revenues derived primarily from a 
$3.00 poll tax. 

A sufficient increase has occurred in the 
tax burden to demonstrate that borrowing 
for bonuses has painful concomitants.*’ As 
already noted, three of the states disapprov- 
ing bonuses objected to a new sales tax levy; 
and veterans themselves are shouldering 
part of the cost. Louisiana, the only south- 
ern bonus-paying state, increased its tax col- 
lections by 51 per cent in the fiscal year 1949 
and led all states in per capita tax revenue 
($92 compared to the national average of 
$57).?4 In general, the need to provide for 
large unplanned debt issues has encouraged 
the tapping of revenue sources without ref- 
erence to any long-range tax-development 
program. Unconventional sources of rev- 
enue have been seriously considered—like 
the lottery, a sure device for undermining 
conventional tax bases.*5 It may be superflu- 
ous to add that the boundary between fed- 
eral and state tax jurisdictions, alreacdy 
vague, has been rendered even more indis- 
tinct by the new levies. 

43 The Federation of Tax Administrators reports 
(New York Times, September 26, 1949) that in 
1948 the states had a net deficit of $400 million and 
that, if bonus payments were not counted, they 
would have had a surplus of $241 million. 

24 New York Times, August 31, 1949. 

45 See, e.g., the critique of a lottery proposal for 
financing the projected New Jersey bonus in the 
Fourth Report of the Commission on State Tax Policy 
(Trenton, August 27, 1948), pp. 12-17. 





BOOK REVIEWS 


Studies in Income and Wealth, Vol. XI. By the 
CONFERENCE ON INCOME AND WEALTH. New 
York: National Bureau of Economic Re- 
search, 1949. Pp. xii+450. $6.00. 

This volume, which includes the papers pre- 
sented at the 1946 meeting of the well-known 
Conference on Income and Wealth, is very 
much in the vein of its predecessors. The papers, 
prepared by six specialists on various problems 
related to national income and wealth, are solid, 
careful treatments of the subjects considered, 
with a strong empirical slant. But beyond these 
empirical contributions, two of the essays— 
those by Modigliani and Staehle—present in- 
teresting new theoretical ideas and subject them 
to empirical tests. 

The volume falls into three essentially sepa- 
rate parts. The first comprises two careful, thor- 
ough papers, by Solomon Fabricant and Daniel 
Carson, concerned with establishing the histori- 
cal record of the industrial distribution of man- 
power in the United States since 1820. The sec- 
ond considers the problem of comparing real in- 
comes in dissimilar geographic areas. On this 
question Nathan Koffsky tackes the problem of 
measuring the divergence from “parity” of 
farm and urban incomes; Hans Stachle, focusing 
on the problem of international comparisons, 
applies an intriguing, but somewhat question- 
able, new approach—the “dissimilarity meth- 
od’’—to the problem of comparing real incomes 
where wants differ and where the conventional 
cost-of-living comparisons are thus often said to 
be inadmissible. These four papers are largely 
for specialists in the fields involved. 

The two concluding papers on economic fore- 
casting will probably be of most general inter- 
est. In the first, Michael Sapir adds his analysis 
of why the postwar transition period forecasts 
went wrong to those of Hagen, Klein, Woytin 
sky, and others. Sapir takes Everett Hagen’s 
well-known forecast of postwar deflation (pub- 
lished in Vol. X of this series) for analysis, as a 
good example of the Washington model-build- 
er’s work. Sapir systematically sets out the steps 
involved in forecasting income and employment 
through use of the standard no-lags, aggregate- 
type model and then analyzes where the fore- 
casts went wrong on each component of the 
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estimates. These difficulties are now well known 
from other analyses—the unexpectedly high 
level of consumer spending on nondurables, the 
relatively high ratio of disposable income to 
gross national product, the upsurge of private 
investment, the overquick removal of direct 
controls. 

On the question of methodology, which re- 
ceives little direct attention, no emphasis is 
given to most of the forecasters’ failure to allo- 
cate a specific role to time—surely, a crucial 
variable for forecasting. Sapir emphasizes re- 
peatedly the “random” unforeseen factors that 
threw the forecasters off, especially the “socio- 
psychological” factors influencing postwar con- 
sumption, savings, and investment patterns. 
There is some implication that Sapir feels that 
inability to handle such factors in a formal 
model may invalidate extensive use of the mod- 
el-building approach. But, without some sort of 
models (i.e., theory), forecasting is subject to 
enormous risks, if it is possible at all on a ra- 
tional basis. While increased attention to such 
“outside” considerations is certainly suggested 
by all our experience to date, there is no reason 
why recognition of their importance should rule 
out the use of models in general or of econo- 
metric methods in particular. Whereas economic 
forecasting today is still far from a science, to 
cast it back primarily into the role of an art 
would provide little long-run promise. 

Franco Modigliani’s paper on the consump- 
tion function, which concludes the volume, pre- 
sents and tests empirically a special hypothesis 
on the nature and causes of fluctuations in the 
savings-income ratio, dividing the problem into 
secular and cyclical aspects. Modigliani’s hy- 
pothesis is that, at any stage, saving depends 
not only on the current level of income but on 
the highest previous sustained income level. Any 
hypothesis which rests on previous aggregate in- 
come peaks raises interesting aggregation prob- 
lems, if one is concerned with micro- as well as 
macro-variables; a macro-income peak, of 
course, does not necessarily mean income peaks 
for all, or even the majority, of the individual 
units involved. But Modigliani’s hypothesis 
stands up both theoretically and empirically 
better than does the simple consumption func- 
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tion related solely to disposable income which 
has been widely used in recent years. The paper 
is an important and stimulating pioneer effort 
toward theoretical-empirical development of 
more sophisticated and empirically acceptable 
propositions concerning the consumption func- 
tion for use in economic forecasting. 

A concluding suggestion to the publishers— 
the National Bureau of Economic Research— 
may be in order. Volumes in this series have con- 
sistently failed to serve well the purpose of stim- 
ulating wide professional discussion because of 
the long delay in their publication. While even 
delayed publication is highly commendable, 
would it not be a greater service to the profes- 
sion to have at least papers of especially current 
interest published immediately (perhaps indi- 
vidually) in booklet form for wide circulation 
and comment, instead of using up two or three 
vears in clearing back and forth the comments, 
replies, and revisions actually included in the 
volumes? 

G. L. BAcu 
Carnegie Institute of Technology 


Small Business: Its Place and Problems. By 
A. D. H. Kaptan. (A research study of the 
Committee for Economic Development.) 
New York: McGraw-Hill Book Co., 1948. 
Pp. xiv+ 281. $3.25. 

This excellent book, while failing to discuss 
the desirability of small business in our concen- 
trated economy (see below), digests admirably 
all available material and statistics and pre- 
sents clearly a full new treatment of small busi- 
ness. It provides useful information for further 
research and good background reading for busi- 
ness classes. 

Dr. Kaplan investigates the mortality of 
small business, its heterogeneous aims depend- 
ing on the interests of the industry, the difficul- 
ties of meeting financial requirements under the 
criteria of private credit institutions, the need 
for better advice for, and preparation of, new 
entrepreneurs, even using existing facilities—to 
name only the most interesting topics of an ex- 
haustive list comprising every phase of the sub- 
ject in well-rounded presentation. It is followed 
by suggestions of remedies, carefully considered 
but probably not drastic enough for the basic 
disequilibriums 

However, extremely rigid space limitations 


demand focusing on the fundamental question, 
not answered—or even asked—by Dr. Kaplan: 
Is the fervent hope generally lavished on small 
business scientifically founded, i.e., is it the es- 
cape from economic concentration? In addition 
to its unquestionable sociological benefits, Kap- 
lan claims (pp. 5, 76) that small business is 
necessary and invigorating for competition. He 
“assumes” without question (p. 172)—which 
should properly be the Q.E.D. of the book— 
that its expansion is necessary for a competitive 
economy. Yet the facts might point in the op- 
posite direction. 

In his discussion on relative business effi- 
ciency (chap. v), for example, he concludes that 
the high plateau of profitability lies usually in 
the middle bracket, without wondering whether 
this efficiency might have been achieved at the 
expense of smaller enterprises. (In the same 
way, high mortality [chap. iv] is to him the re- 
sult of faulty entrepreneurship rather than be- 
ing due, at least in part, to concentrated power 
within the industry.) The absolute size of the 
firm is generally emphasized rather than its rel- 
ative position within the industry, which might 
have changed the evaluation of “smallness,” as 
would a (missing) realistic discussion of how few 
firms actually make business decisions in any 
industry. Nor is a clear distinction made be- 
tween plant and firm size, although a multiplant 
firm’s success may be due to other reasons than 
productive efficiency. These questions appear 
more superficially discussed in comparison with 
their recent admirable treatment by Corwin 
Edwards (Maintaining Compelition). 

Our changing competitive framework (chap. 
viii) furnishes the most rewarding discussion. 
Kaplan shows how the wholesaler’s importance 
declined with the advent of mass production 
and national advertising in favor of the big 
manufacturer and chain store. Thus, while small 
manufacturer and small retailer could maintain 
competition by joining forces, the small retailer 
cannot afford to give preference to the small 
manufacturer’s nonbranded goods because of 
stiff competition from chain and department 
stores. Forced to satisfy his customers with na- 
tionally advertised goods, he finds protection 
behind price maintenance. Hence the small 
manufacturer needs, in turn, chain or depart- 
ment stores to establish his “private” brand 
This pushes the small retailer and the small 
manufacturer into competition, each tied to big 
concerns on his side of the market without 
even influencing business decisions there. This 
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competition between giants and dwarfs does 
not even benefit the consumer. Furthermore, 
big producers often incidentally manufacture 
nonbranded items competing with small busi- 
ness (p. 188), a fact which throws doubt even on 
product variation contributed by the latter. 
What, then, remains of the benefits to the econ- 
omy? 

Maybe it is the ‘‘will to venture” shown in 
the large influx of new businesses (p. 234). But 
what matters is not how much but how one 
ventures. Benefits vary among industries, mak- 
ing aggregate figures meaningless. (Criteria for 
selective support of small business are needed; 
Kaplan does not provide them.) But it is even 
doubtful whether such ventures constitute net 
investment: the great differences in price flex- 
ibility resulting, the instability created by busi- 
ness failures, their sensitivity to cyclical changes 
(p. 103), and the diversion of resources at the 
expense of efficiency—all preclude a priori esti- 
mates of the value of small business for the 
economy. 

Further investigation of these questions and 
of possible remedies is necessary. Dr. Kaplan’s 
carefully presented data will prove invaluable 
for the investigator. Only this research would 
enable us to determine whether our efforts 
should be directed toward supporting small, 
or toward controlling big, business. 


’ 


Kirk R. PETSHEK 
University of Minnesota 


Left, Right, and Center: Conflicting Forces in 
American Labor. By Sipnry LEns. Hinsdale, 
Iil.: Henry Regnery Co., 1940. Pp. 445. 
$4.00. 


This book is a critical history of the Amer- 
ican trade-unions written by an active union 
man. (Mr. Lens, according to the jacket, is head 
of an AF of L local in Chicago.) 

Of the three streams—Left, Right, and Center 
—into which the movement is divided, the au- 
thor occupies the “Left.” This, however, is not, 
as some might suppose, the Communist side, 
but one characterized by an anti-Moscow, even 
though radical, quasi-socialistic outlook (‘‘qua- 
si” because socialization of industries is not 
stressed), with emphasis on united action by 
class-conscious workers through federated in- 
dustrial unions and a labor party. The “Center” 
is occupied by the American “Stalinists,” 


“Messrs. Foster, Browder, and other frauds’ 
(p. 228) and the “Right” by the pure and 
simple “business unionists” of the Gompers- 
Green-Lewis-Murray line. 

With praise and blame assessed in accord- 
ance with this general viewpoint, the author 
tells the mostly familiar story of the American 
unions from their early beginnings to the pres- 
ent, a story unfolding itself largely in terms of 
labor leaders—conservative or radical, oppor- 
tunistic or idealistic—and of strikes bravely 
fought and dearly paid for, with little attention 
given to such matters as changing labor laws 
and their interpretations by the courts (ex- 
cept that the Taft-Hartley Act comes in for a 
good thrashing). 

The “Right” is berated at great length for all 
the shortcomings of which the more radical- 
minded have accused it for the last half-century: 
its acceptance of the capitalist wage system, its 
failure to reach the masses, its isolated labor 
empires ruled over despotically by power- 
greedy, limousine-riding “bigwigs” out of touch 
with the rank and file, and its being shot 
through with corruption and racketeering. In 
reading this lengthy account, illustrated by 
many examples, the uninitiated could indeed 
gain the impression that the chief tribulations 
of the American unions have not been the perse- 
cutions by employers but the back-door, closed- 
shop, “soft” contracts the employers were con- 
tinuously making with bribed union officers at 
the expense of the rank and file. 

The “Stalinist Center,” according to the 
author, shares with the business unionists its 
unprincipled opportunism to maintain control 
over the workers. (A close parallel is, indeed, 
drawn between J. Lewis’ methods of running the 
UMWA and J. Stalin’s running of the U.S.S.R., 
on p. 204). This group is condemned, it seems, 
not so much for any social or political aims it 
may have, but principally for its strategical 
vacillations due to their wagon’s being hitched 
to the star of Moscow rather than to the cause of 
the American workers. 

The “Left,” it seems, has so far found its 
most significant, though ephemeral, expressions 
in the IWW movement and in Foster’s Trade 
Union Educational League of the twenties, with 
its emphasis on industrial unionism and a labor 
party. But it was the Left’s inarticulate stirrings 
which brought about the “turning point” in the 
early thirties. For this new era was due to the 
pressure of the spontaneous new organizations 
growing out of the 1933 and 1934 strike waves 


ee 


eee eae SS ae 





78 BOOK REVIEWS 


and not by any means to the New Deal in gen- 
eral or to the Wagner Act in particular, all of 
which merely acknowledged an accomplished 
fact. Again, the coming of industrial unioniza- 
tion was not due to the CIO’s organizational 
campaigns under the shield of the Wagner Act: 
the formation of the CIO was, rather, a stra- 
tegic move on the part of J. Lewis and other 
conservatives to seize control of the spontane- 
ous, potentially radical rank-and-file organiza- 
tions in the mass-production industries, where- 
by the new union wing came to be “a moderate 
new federation of labor rather than a militant 
Red outfit” (p. 297). But the author grants that 
there is a difference in the two organizations— 
not in their top leadership or basic policies but 
in the greater pressure exerted by the rank and 
frle in the CIO. “The heritage of strikes, sit- 
downs, bloody battles with the police, and the 
feeling of unity and concern that comes with 
such strife, are as yet too poignant a part of the 
life of the average ‘old time’ CIO unionist for 
him to be easily absorbed by machine control” 
(p. 297). 

In dealing with the war and postwar period 
the author is dissatisfied with the no-strike 
pledge and with the lack of determined leader- 
ship, which reduced labor’s gains in its several 
rounds of wage increases. However, he praises 
J]. Lewis for the miners’ pensions and the UAW- 
CIO for their sliding-scale contract with General 
Motors. 

The book might be most useful as a text for 
trade-union courses if—but only if—taught 
from the author’s point of view. The disinter- 
ested student might find it of value because of 
some less well-known incidents and close-range 
observations of union procedures which it con- 
tains; or else he might be interested in the au- 
thor’s peculiar—although not exactly original 
slant and his strongly felt and strongly ex- 
pressed sympathies and antipathies. 

There is an index and a long bibliography of 
books, articles, and pamphlets dealing with la- 
bor history and labor problems. 


Joun V. SPIELMANS 
Marquette University 


Forecasts of the Population of the United States, 
1945-1975. By P. K. WHELPTON, assisted by 
Hope T. ELpRmGE and Jacos S. SPIEGEL. 
Washington: United States Government 
Printing Office, 1947. Pp. vi+-113. $0.45. 


This valuable exercise in political arithmetic 
well represents the work of our progressive Cen- 
sus Bureau and the competence of modern 
demographers. Six series of projections are 
made, each based on reasonable assumptions as 
to the future course of fertility, mortality, and 
immigration. There are three alternative as- 
sumptions—high, medium, and low~—as to 
fertility and mortality, and figures are pre- 
sented separately for native white, foreign-born 
white, and nonwhite. With no immigration, 
these projections to 1975 (p. 41) show a range 
from 151 million (low fertility and high 
mortality) to 177 million (high fertility and 
low mortality). 

In the discussion of trends, policies, social 
conditions, and implications the report goes far 
beyond the usual census publication. A few of 
these details can be mentioned in this brief re- 
view. It will be difficult to reduce death rates in 
older ages (after 50) to the lowest rates now 
prevalent in the best counties and states, but 
mortality in younger ages may go below present 
minimums. By the year 2000 in the United 
States the average length of life for white males 
and females will exceed 69 and 71 years—a 
greater longevity than now prevails among any 
large group. Mortality, it is felt, will be nearest 
the medium series of projections. 

In fertility, a distinction must be made be- 
tween the short-time trend with its recent rises 
and the long-time trend with its steady decline. 
No extrapolation of earlier fertility trends are 
realistic, however, since by 2000 they would 
show couples with no children, or only one, 
outnumbering those with two and more. Future 
fertility will, it is thought, be determined by 
(1) “the speed with which the pattern of effec- 
tive family planning is adopted by additional 
groups of the population and (2) the number of 
children couples decide to have.’’ Changes in 
economic conditions will be of primary impor- 
tance (p. 28). 

Since it seems unlikely that the causes under- 
lying the long-continued decline of the birth 
rate will undergo change, both low and medium 
assumptions give fertility below that required 
for maintaining a stationary population. Ac- 
cording to medium assumptions for the year 
2000, 100 native white women living through 
the childbearing period would have 190 children 
—about 92 per cent replacements. Recent 
rises in wartime fertility have been so great, 
however, that the young cohorts now moving up 
will reverse the trend in elementary-school en- 
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rolments and lift the total number passing 
through the reproductive ages well past the 
year 1975. Fertility remains the crux of the 
problem of predicting population. All projec- 
tions indicate the expected changes in con- 
centrating reproduction in the younger ages 
of mothers and in first orders of birth up to the 
third child. 

Immigration offers less of a problem as to 
both policy and prediction, the assumption being 
that immigration can be increased if low replace- 
ments warrant. On the other hand, the total 
impact of these trends on the economy and cul- 
ture is worthy of the careful consideration given. 
Diminishing population growth may balance 
better customers against more customers and 
raise the question of the possibility of reducing 
the violence of business cycles. The progressive 
aging of the population is shown to exert a 
measurable effect on the productivity of the la- 
bor force as well as on the future needs for 
housing, hospitals, and social security. Short- 
run fertility trends are shown to affect the 
number of marriages, school enrolment, youth 
entering the labor market, and the demand for 
housing. 

This report should be of great interest to the 
economic fraternity as to both method and 
data. Business-cycle experts well know the 
number of indices needed for forecasting and the 
improbability that any specific extrapolation 
will come to pass. More than any other social- 
science data, demographic trends have the con- 
tinuity that lend themselves to long-time pro- 
jections. Even here it must be pointed out that 
these figures are projections rather than predic- 
tions and that, as elsewhere, the likelihood of 
their coming to pass depends on the reasonable- 
ness of the underlying assumptions. Curious 
scientists in the social field might well take these 
projections out of the files in 1975 and figure 
why they did or did not materialize. In many 
areas it is clear that the careful work of demog- 
raphers is affecting economic analysis. Obvious 
in such fields as the new approach to labor- 
force analysis, it flows over into other fields 
where controversies in theory still prevail. Apart 
from the predictions, this is a document that 
reflects credit on the Census Bureau and offers 
valuable data to economists. 


Rupert B. VANCE 


University of North Carolina 


The Development of the American Glass Industry. 
By Pearce Davis. Cambridge, Mass.: Har- 
vard University Press, 1949. Pp. xiv+316. 


$6.00. 


This is a detailed and scholarly history of the 
development of the glass industry in the United 
States from Colonial times to 1929. It is limited 
to the four major divisions of the industry, i.e., 
the window-glass, the plate-glass, the glass- 
bottle and container, and the pressed- or blown- 
glass industries. Specialized branches, such as 
optical glass, scientific glass, and art glass, and 
the secondary glass industries have not been 
covered. The development of the American in 
dustry is set in perspective by a chapter which 
traces the art of glass-making from ancient to 
modern times. 

This study represents an important addition 
to the literature on the development of Amer- 
ican industry and will be of value not only to the 
economic historian but to other specialists in 
economics as well. Professor Davis gives partic- 
ular attention to the impact of technology upon 
the industry, to the factors affecting location of 
the industry, to the development of labor or- 
ganization and policies, and, above all, to the 
impact of tariff policy upon the industry. Un- 
fortunately, he has less to saty about the devel- 
opment of the entrepreneurial function in the 
industry and the changing character of market 
structures and policies, particularly after 1900 

Although glass-making was one of the ear- 
liest industrial arts undertaken in the colonies, 
the industry did not become firmly established 
until after the Revolutionary War. During the 
period 1789-1815 the industry established itself 
on a substantial basis. Its development, like 
that of several other industries, was accelerated 
by the War of 1812. Between 1815 and 1820 the 
industry shared in the general industrial depres 
sion incident to the postwar adjustment. From 
1820 to 1860 the industry grew with the general 
expansion of the country. The period from the 
close of the Civil War to 1890 was also a period 
of general expansion, but this period was marked 
by several events, including the introduction of 
new fuel and glass-melting methods, the intro- 
duction of large-scale production of plate glass, 
and the rise of organized labor. Davis attributes 
the great success of the craft unions in this in- 
dustry during this period to the long-standing 
traditions of craftsman solidarity in European 
glass-producing countries, to the cardinal im- 
portance of the skilled worker in most glass- 
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manufacturing processes, to the mounting de- 
sire for increased wages and improved working 
conditions, and to alert labor leadership. The 
period since 1890 has been dominated by the 
mechanical revolution in all phases of the indus- 
try, which created a degree of competition and 
eventually undermined the power of the craft 
unions. Until about 1890, 


except in the production of pressed glass and to a 
lesser extent plate glass, the industry followed rather 
than led in mechanical innovation and industrial 
ingenuity. Quite a contrary condition prevailed 
after the last decade of the nineteenth century. 
Although not the only glassmaking country to ex- 
periment with methods of mechanical glass pro- 
duction, the United States so rapidly, so fully, and 
so successfully developed the potentialities of 
machine methods as to lead the world in their 
application to glass manufacture |pp. 276-77]. 


The industry has at ali times been protected 
by tariffs. Davis shows clearly that at certain 
periods and in several lines the tariffs have had 
the effect of fostering expansion, although at the 
expense of the consumer and foreign producers. 
He concludes, however, after careful examina- 
tion of the various branches of the industry, that 
the technologica! improvement both before and 
after 1890 are not to be explained by the long- 


sustained policy of tariff protection: 


Rather than upon tariff advantage, the advent 
of industrial revolution in glass manufacture ap- 
pears to have rested fundamentally upon the gen- 
eral requirements and prerequisites of the evolu- 
tionary process of mechanical invention. Moreover, 
there is substantial evidence that mechanical 
revolution in glassmaking was hastened in America 
by the existence of a high level of wages throughout 
all of American industry, and specifically in the glass 
industry—that is, a high level compared with 
wages in other glass-producing countries [p. 277]. 


Joun PERRY MILLER 
Yale University 


Umited States International Timber Trade in the 
Pacific Area. By IvAN M. ELCHIBEGOFF. 
Stanford: Stanford University Press, 1949. 
Pp. xvii+ 302. $7.50. 

This book presents an exhaustive compila- 
tion of statistics relating to the international 
timber trade among countries bordering on the 
Pacific Ocean. Its main purpose is to analyze the 
position of the United States in this trade. In 
order to do this, the author presents and eval- 


uates data on land utilization, population, and 
forest resources from twenty-seven Pacific 
countries. 

The first of the three parts discusses statistics 
of world timber trade in general and that of the 
Pacific area in particular. The term “timber” is 
used to include all products of the logging and 
sawmilling industries. Factors affecting the sup- 
ply of, and the demand for, timber products are 
discussed. The second part covers the land use, 
population, and forest resources of each of the 
Pacific countries. It considers the importance of 
timber resources in the economy of each country 
and estimates actual or potential timber im- 
ports and exports. The third part deals with the 
political and economic factors in these countries 
which affect the use of their timber resources. 
Among the topics covered are: forest policies in 
the United States and elsewhere; developments 
in the pulp, paper, and chemical industries; 
costs of production and prices, particularly in 
the United States, with comparisons between 
the Pacific Northwest and the South; United 
States timber-tariff policy; and ocean transpor- 
tation in the Pacific. In all, there are twenty-six 
charts and eighty-three tables, plus an extensive 
bibliography. 

The author believes that the world has forest- 
growing lands adequate to meet its timber 
needs and that improved forestry practices will 
reduce the amount of land required. He com- 
ments that the situation in the United States is 
complicated by the many small holdings and by 
differing interpretations of the same facts by 
politicians, Forest Service officials, and industry. 
More educational work, rather than stronger 
government regulation, is recommended. The 
author argues that exports of timber products 
from the United States Northwest in the begin- 
ning resulted primarily from overproduction for 
the domestic market. Tariff restrictions raised 
by the United States on timber imports in the 
early 1930’s caused retaliation harmful to its 
export trade. He concludes that the future 
stability of the Northwest’s timber industry 
depends in part upon regaining its export mar- 
ket, which absorbed some products not readily 
salable domestically. 

The book deals with a mass of statistics 
gathered in various ways from many sources. 
These data vary greatly in reliability and com- 
parability. The author has done a monumental 
job in collecting and evaluating the figures. The 
result is a useful reference work which might 
well stimulate more intensive studies in the 
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areas where it indicates weakness or lack of 
data. 

These statistics pertain for the most part to 
the years preceding World War II. One receives 
the impression that this book was written in 
two definite stages—one culminating in the 
early war years, the other about 1947-48. Many 
sections conclude with a brief description of war 
and postwar conditions, appended to a more 
complete discussion of statistics ending usually 
about 1939. One wonders whether data for the 
years ending a decade later might not reveal a 
rather different picture. This does not lessen 
the value of the book as a reference work for the 
earlier period, but it does raise a question as to 
its reliability as a guide to present and future 
policy. 

RosBert H. VAN Vooruis 


University of Alabama 


Primitive Money in Its Ethnological, Historical 
and Economic Aspects. By Pavut E.1nzic. 
London: Eyre & Spottiswoode, Ltd., 1949. 
Pp. xii+517. 25s. 

Do you have a pet theory on the origin of 
money? If so, you should read this book and 
learn that money has appeared in different 
times and places in world history for a wide va- 
riety of reasons. Some scholars, for example, 
accept the theory that a tribal economy, in 
which every family is self-sufficient, will not 
need money because the people do not trade 
and, conversely, that a trading people will 
quickly invent money. Neither is necessarily 
true. Primitive peoples desire money to give 
away and thus achieve prestige, to buy brides, 
to lend to unwilling borrowers, to make religious 
sacrifices, to purchase membership in private 
clubs that wield political power, and for other 
reasons. On the other hand, trading people like 
the Phoenicians apparently got along without 
money (p. 454). The author repeatedly makes 
the point that if barter seems cumbersome in 
our complex modern society, this is no reason 
for believing that it was unwieldy in an economy 
of limited goods and wants. Furthermore, there 
is excellent reason to believe that credit came 
before, and not after, money in many economies. 
The use of credit, of course, makes barter much 
less difficult. 

The literature on money is heavily weighted 
in favor of the recent past and of the civilized 


world and against the ancient past and the less 
civilized corners of the world. What. studies 
there are on primitive money are generally 
local and have been made by ethnologists rather 
than by economists. This book is virtually the 
first study of any length on primitive money by 
an economist. True, there have been numerous 
studies of early coins, but most coins are not 
considered to be primitive money. Einzig has 
ransacked the writings of travelers, ethnologists, 
historians, and others for his basic information. 
He carried on most of this research in English 
libraries during the late war. 

The author has found and described many 
dozens of types of primitive money. Over half 
the book is devoted to a description and classifi- 
cation of this money. Book I deals with the 
moneys of modern primitive people in the vari 
ous corners of the world—stone money in Yap, 
feather money on the island of Santa Cruz, salt 
in Ethiopia, brass rods in the Belgian Congo, 
etc. Book II takes up historical types of prim- 
itive money, from livestock in early Europe and 
slave-girls in ancient Ireland, through the me- 
dieval period (fur money in Russia), and up to 
modern times, when commodity moneys (to- 
bacco, rice, beaver skins) were used in Colonial 
America. The cigarette money of Europe in re- 
cent years is also discussed as a primitive 
money. When modern monetary systems break 
down, men tend to resort to primitive money 
again. In discussing the wide variety of prim- 
itive moneys, Einzig is careful to distinguish 
between goods which are used as mediums of ex- 
change, standards of value, stores of value, and 
standards of deferred payment. Cattle fre- 
quently served as standards of value or stores of 
value but less frequently as a medium of ex- 
change. 

Einzig defines primitive money as “‘a unit or 
object conforming to a reasonable degree to 
some standard of uniformity, which is employed 
for a reckoning or for making a large proportion 
of the payments customary in the community 
concerned, and which is accepted for payment 
largely with the intention of employing it for 
making payment” (p. 326). This is a cumber- 
some definition. More helpful are some of the 
distinctions he makes between primitive and 
modern money (p. 320); for example, “Every 
kind of non-metallic money with the exception 
of paper money and credit money may be con- 
sidered to be primitive” or “All metallic cur- 
rencies which do not bear a seal or insignia im- 
plying a guarantee of weight and fineness by a 
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State authority are primitive.’’ Cut coins are 
primitive, and so are all coins that change hands 
by weight. 

In the last third of the book the author ex- 
amines primitive money from almost every pos- 
sible angle. Ten origins of money are tested. 
Several chapters are spent in examining how 
well primitive moneys fit various theories on the 
value of money, i.e., the quantity theory, the 
juality theory, the cost-of-production theory, 
etc. A section is devoted to the monetary pol- 
icies of primitive states or tribal leaders. The 
role of primitive money in civilization is ex- 
amined. How important that has been at times 
may be guessed from the plausible theory that 
Genghis Khan and his Mongolian hordes in- 
vaded Europe to find more grazing space for 
their growing money supply—cattle—kept 
chiefly as a store of value. The final chapter of 
the book is entitled “The Future of Primitive 
Money,” by which Einzig means “the further 
study of primitive money.” 

This is a real contribution to our knowledge 
of monetary history, for it organizes the scat- 
tered material in a relatively neglected area. It 
will provide helpful illustrations for monetary 
theorists; in fact, it should be on the reference 
shelf of most economists. It is unfortunate that 
the Index was not more fully prepared, for a 
good index would greatly enhance the book’s 
usefulness. 

DonaALD L. KEMMERER 


University of Illinois 


Ideologie und Realitit des Geldes. By KARL 


Outvecrona. Lund: C. W. K. Gleerup, 


1948. Pp. 48. Kr. 3. 

Many a teacher of economics must have been 
disturbed by the logical inconsistency of the 
functional theory of money, which distinguishes 
four functions of money and yet explains the 
genus of “money itself’ by reference to one of 
its attributes. The result is circular reasoning: 
what functions as money is money. “New eco- 
nomics” has not removed this difficulty. It has 
merely selected another function—store of val- 
ue-—to define “money itself.” 

The study under review tries to overcome 
this logical inconsistency. The Swedish writer, 
a distinguished legal philosopher, analyzes two 
problems: the definition of money in economics 
and the role of money in the sociology of law. 


Basic for the discussion is the distinction be- 
tween ideal and concrete money. Economists 
are accused of having confused the two kinds. 
The metalists confused the ideal units of money 
with gold. The nominalists mistook the procla- 
mation of the law, designating paper as money, 
for the ideal unit of money. Hence, neither 
school (both are examined carefully and fairly) 
has a definition of money itself. 

The author suggests that a distinction has to 
be made between the ideology and the reality 
of money. Money itself is an ideological phenom- 
enon. Concrete money isasymbolof ideal money; 
concrete money represents ideal money, espe- 
cially when money is created in the form of a 
bank deposit or a claim against one’s self. The 
rules of creating and of canceling deposit money 
or claims follow a definite pattern of ideas. 
This pattern is called the “ideology of money.” 

The ideology of money differs from the 
models of action determined by law and custom, 
as well as from the actual behavior of the 
people in money matters. The author believes 
that the “ideology” contributes to an under- 
standing of actual monetary action. What is 
meant by “ideology of money”? Unfortunately, 
we are given neither a definition nor an analysis 
of this strategic concept. On the one hand, defi- 
nite rules and sanctions are said to constitute the 
subject of an ideology of money. Yet these rules 
are not identified in terms of economic actions 
or ideas. Rules and sanctions are merely made 
plausible by an analogy with games, as if these 
games were similar to economics. On the other 
hand, “imaginary,” “ideal,” and “‘ideological’’ 
are used interchangeably, as if they were iden- 
tical terms. Money itself, as an “ideal” unit, 
is therefore a topic of the ideology of money. 
This procedure suggests that the term “‘ideol- 
ogy,”’ as contrasted with the “reality” of money, 
may have been derived from the controversy of 
legal philosophers as to whether law is a system 
of fact or of fiction. The author participated in 
this discussion, as is evidenced by his book on 
Lew as Fact, published in 1939. 

Needless to say, ideology is not identical 
with fiction. “The ideology of money” has no 
affinity with the theory of ideology either in po- 
litical sociology or in the sociology of law. Since 
the concept “ideology” has a definite meaning 
in sociology, it seems that not much can be 
gained by discussing the symbolic nature of 
money itself in ideological terms. 

ARTHUR SCHWEITZER 
Indiana University 
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Technical Assistance for Economic Development: 
Plan for an Expanded Co-operative Pro- 
gramme through the United Nations and the 
Specialized Agencies. Prepared by the SEc- 
RETARY-GENERAL [OF THE UNITED Nations} 
in consultation with the executive heads of 
the interested specialized agencies. Lake Suc- 
cess, New York: United Nations Publica- 
tions, 1949. II.B.1. Pp. viii+328. $2.50. 


Few of us realize that the United Nations 
program of technical assistance to underdevel- 
oped areas dates back to December, 1946. It 
came into being almost unnoticed—a far more 
“newsworthy” resolution on armament infor- 
mation absorbed the attention of the press 
and it has expanded constantly since then, with- 
out providing headline material. Scores of tech- 
nical missions have been sent out by the 
United Nations, and its specialized agencies and 
regional commissions have provided valuable 
information the problems of economic develop 
ment. 

Until this year, however, the United Nations 
budget did not include any specific provision 
for such aid. Technical assistance to individual 
countries had to be paid for by the countries 
themselves. For the year 1949, the Assembly 
appropriated $288,000 for technical aid, giving 
recognition to the need for outside financing. 

The program received new impetus from the 
“point four” recommendations of President 
Truman. His call for large-scale action and the 
implication that the United States would be 
ready to help pay for a greatly expanded pro- 
gram of technical assistance received an almost 
immediate response. A month after the Presi- 
dent’s inaugural address, on the proposal of the 
United States delegation, the Economic and 
Social Council adopted Resolution 180 (VIII) 
requesting the Secretary-General, in consulta- 
tion with the executive heads of the interested 
agencies, to prepare a report setting forth “a 
comprehensive plan for an expanded co-opera- 
tive programme of technical assistance for eco- 
nomic development,” including methods of fi- 
nancing and “ways of co-ordinating the plan- 
ning and execution of the programme.” This 
report was released in June. 

The report is in two parts. Part I presents 
the objectives and nature of the recommended 
program for increased assistance, as well as the 
fields of work covered and the proposed or- 
ganizational and financial arrangements. Part 
II sets out in considerable detail the many types 


of projects for technical assistance proposed by 
the United Nations itself and individually by 
five of its specialized agencies—the ILO, the 
FAO, UNESCO, the International Civil Avia- 
tion Organization, and the World Health Or- 
ganization. There are also brief statements of 
the work in this field carried out by the Interna- 
tional Bank, the Monetary Fund, and the [RO 
and of the provisions relating to the promotion 
of economic development contained in the 
Havana Charter for an Internationa! Trade 
Organization. 

In essence, the proposals involve an exten- 
sion and enlargement of the advisory work 
which the various agencies have already begun 
in a smaller way. They provide for expert help 
in almost every field that plays a part in deter- 
mining the levels of living and the rate of eco- 
nomic development of a nation. The projects 
range in scope from guidance in the collection of 
statistical information to the establishment of 
industrial pilot plants and the setting-up of so- 
cial security systems. The report underlines the 
fact that, whether it is a question of providing 
advice and assistance in particular fields—such 
as agriculture, transport, industry, labor, fi- 
nance, health, welfare, and education—or in the 
broader field of assessment of resources, the de- 
termination of priorities, and the preparation of 
development plans, the United Nations and the 
specialized agencies are now equipped, or can 
readily equip themselves, to supply the tech- 
nical aid needed. 

To make available the kind of aid proposed, 
the agencies would require more funds than 
their ordinary budgets provide. The Secretary- 
General’s report recommends that special budg- 
ets be set up for this purpose and that member 
governments be “invited” to make special con- 
tributions. It also proposes that a technical 
assistance Committee, composed of representa- 
tives of the United Nations and the specialized 
agencies, sift the requests for aid which govern- 
ments submit, allocate these to the proper agen- 
cies, and, in general, act as a co-ordinating 
body. The estimated cost of the complete pro- 
gram for two years is $86 million, of which $35.9 
million would be spent in the first year. Now 
that a detailed draft has been worked out in re- 
sponse to President Truman’s request for a 
“bold new program,” the nations of the world 
are undoubtedly watching to see what the 
United States government will do about it. 

It would be difficult to argue over the specific 
projects proposed. They are well conceived, the 
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product of considerable experience on the part 
of the international agencies. The needs of the 
underdeveloped countries are many and urgent. 
Technical assistance anywhere along the line 
would undoubtedly be of immeasurable value to 
the countries requesting the aid. 

But something is missing. The report recog- 
nizes that services requested by individual na- 
tions, to be effective, “‘must be related to long- 
term programmes of economic development. . . . 
Immediate problems and difficulties cannot be 
ignored but their solution may depend on pro- 
gress in a wider field. A balanced programme of 
economic development can best be achieved on 
the basis of a comprehensive plan of develop- 
ment. Such a plan should itself be based on a 
realistic assessment of economic resources and 
prospects and on the acceptance of certain 
priorities” (p. 20). 

Are not the same principles applicable to a 
large-scale international program? Can a pro- 
gram of technical assistance be expected to be 
fully effective unless it is itself based on ‘‘a com- 
prehensive plan” of world economic develop- 
ment and “on the acceptance of certain prior- 
ities”? But possibly this is not a limitation of the 
report but rather a limitation inherent in the 
nature of an organization of not-quite-united 


nations-——and far short of a united world. 


HARVEY S. PERLOFF 
University of Chicago 


Patterns of Anti-democratic Thought: An Anal- 
ysis and a Criticism, with Special Reference to 
the American Political Mind in Recent Times. 
By Davin Spitz. New York: Macmillan Co., 
1949. Pp. xiii+-304. $4.50. 


This is a work in the best traditions of po- 
litical philosophy. In content, style, organiza- 
tion, and intellectual penetration, it represents 
a high order of achievement, going beyond the 
usual confines of the political philosopher into 
relevant economic, historical, biological, and 
psychological data and theory. The author dem- 
onstrates not only the logical fallacies and the 
ethical looseness of the attacks on democracy 
but also the utter shallowness of many of their 
scientific pretensions. 

Since the study is limited to American ideas, 
the flood of European Nazi and Fascist propa- 
ganda and its American counterpart are omitted 
from consideration. The work is confined rather 


to those American writers of some intellectual 
significance, including James Burnham, Ralph 
Adams Cram, Madison Grant, E. M. Sait, 
George Santayana, Fulton J. Sheen, and Irving 
Babbitt. But their ideas are considered as ab- 
stract statements and not in their biographical, 
historical, or institutional setting, thus neces- 
sarily doing some injustice to their social sig- 
nificance and their content, though not mis- 
representing them as judgments subject to 
examination. 

The anti-democratic argument is of two 
types: that democracy is impossible (Part ID 
and that it is undesirable (Part III). The first 
proposition rests on the contention that, re- 
gardless of its form, the substance of the state 
is rule by a superior group, a dominant economic 
class, a military power, or some other oligarchy 
or elite who attain power by superior ability, 
either inherited or acquired, or by force and 
fraud. It is shown that this is by no means 
universally true and that the people rise and 
elect leaders representing their views and inter- 
ests. Spitz also demonstrates the vagueness of 
the denotation of the term “ruling class.’ Is it 
the wise, the best, the just, the rich, the power- 
ful, the deceitful, the vicious? and are all these 
characteristics embodied in the same persons? 
The contrasts made are between the actual 
functioning of democracy and that of an ideal 
oligarchy of the philosopher-king. When actual 
states are compared, democracy does not fare so 
badly. 

Those who deny the desirability of de- 
mocracy point to the menace of mediocrity and 
political incompetence and the presumed in- 
ability of the average man to govern himself. 
One of the best and most original parts of this 
volume is the keen analysis of the idea of the 
average man and the manner in which public 
opinion is formed (p. 115). The citizen may use 
ideas without being expert in all fields of knowl- 
edge; and this is true, as well, of dictators. 
Neither the citizen nor the dictator, however, is 
free from error. 

On the critical side, it appears that too much 
zeal in attacking the critics of democracy some- 
times leads the author to identify such criticism 
with anti-democratic thought. Men like Sait 
and Irving Babbitt were not primarily oppo- 
nents of democracy: they were great idealists 
and moralists pointing out the weaknesses of 
men and urging them to a higher life of integrity 
and moral ideals, without which no decent form 
of government can survive. Kent and Mencken 
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are also critics of the deceitful, fraudulent, and 
corrupt elements in our national life. Such crit- 
icism is more helpful toward the maintenance of 
democracy than the complacent acceptance of 
graft, corruption, and selfish exploitation or the 
ebullient praise of “the people” by men whose 
chief aim is to benefit at their expense. 

The author does well, however, to attack the 
“omniscient pretensions and schematic over- 
simplifications” (p. 23) of those who assert the 
necessity of a “ruling class.’’ His main criticism 
of the anti-democratic ideas is their alleged uni- 
versality, that they are true for all states for all 
time. It is in this “absolute and deterministic 
construction,” he says, “that the theory cannot 
be sustained” (p. 80). Although the author 
wins a complete victory over his opponents on 
this point, it is a minor one; for there are few 
sociological generalizations that are unexcep- 
tional. His real triumph is that he shows the 
emptiness of anti-democratic thought when con- 
trasted to the oligarchical alternative and that 
he demonstrates the ancient truth that rule by 
force alone is the negation of reason and 
morality. 

WALTER A. Morton 
University of Wisconsin 


The Conquest of Unemployment. By E. Victor 
MorGan. With a Foreword by Sir JouNn 
ANDERSON. London: Sampson Low, Mars- 
ton & Co., Ltd., 1948. Pp. xii+182. $1.50. 


Haunted by memories of unemployment in 
Jarrow and other depressed areas in the inter- 
war period, the British people are united in their 
determination that this experience must never 
be repeated. A variety of efforts have been made 
to solve the problem of unemployment, ranging 
from the Coalition government’s White Paper, 
“Employment Policy,” published in 1944, to the 
Beveridge proposals, and finally to the Labour 
party’s program. 

The “pocket book” under review, one of a 
series of volumes dedicated to the examination 
of British pre- and postwar problems, under the 
editorship of Hugh Molson, M.P., approaches 
the problem of unemployment through a study 
of the trade cycle. Mr. Morgan argues that the 
movements of the trade cycle must be identified 
at the proper time and counteracted by positive 
action in order “‘to reduce to the smallest dimen- 
sions the amplitude of the oscillations while, of 
course, encouraging any general long-term up- 


ward trend.” Concrete proposals are offered for 
this purpose—their efficacy to be revealed only 
by experience. 

Emphasizing that the White Paper of 1944 
excels in analysis, Morgan takes exception to its 
concern with fluctuations in employment and 
its neglect of a consideration of chronic unem- 
ployment. The proper steps toward implement- 
ing the government’s new promise to maintain 
demand at the full-employment level, he be- 
lieves, should be a new type of budget which 
represents the development of the activities of 
the Central Statistical Office and of the surveys 
of the national economy provided by Sir 
Kingsley Wood and Sir John Anderson in their 
wartime budgets. Under this plan, the Chan- 
cellor of the Exchequer would present three in- 
terrelated budgets to Parliament: a master 
budget, providing a statement of what the na- 
tion can be expected to produce, given full em- 
ployment, and what the people can be expected 
to spend; a revenue budget, showing how much 
the central government is to raise and spend; 
and a foreign-payments budget, indicating the 
position of Britain in the international scene. 

If the master budget shows a lack of balance 
on the inflationary side, steps must be taken to 
reduce effective demand. On the other hand, if 
this budget reveals a chronic deficiency in de- 
mand, a long-term spending program should be 
placed in operation with the aims of (1) stim- 
ulating consumption and diminishing saving 
through low interest rates and greater equality 
of incomes; (2) encouraging private investment; 
and (3) undertaking all practicable and worth- 
while forms of public works. To meet fluctua- 
tions in demand, the author contends, measures 
must be adopted to stimulate consumption 
through the reduction of social insurance con- 
tributions or the unblocking of deferred credits 
when unemployment is forecast and before it 
actually occurs. As a second line of defense, 
plans for speeding up public works and borrow- 
ing to meet ordinary expenditure should be put 
into effect immediately if the first line of de- 
fense is broken. 

The discussion of the attainment of full em- 
ployment in a society devoted to free enterprise 
is one of the main contributions of the volume. 
Another interesting section considers the effect 
of maximum employment upon labor standards 
and practices. A few years’ experience of full 
employment, the author believes, promises 
great changes in much of Britain’s social and 
economic thought—changes which will improve 
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international relations, release new creative 
energies, and add to the power and efficiency of 
the national economy. 

The policy advocated by Conquest of Unem- 
ployment breaks with British tradition on the 
ground that the government must assume re- 
sponsibility for keeping effective demand on a 
level sufficient to maintain full employment. 
Whenever effective demand appears likely to 
fall below the desired level, the state must stim- 
ulate it by encouraging both private borrowing 
and private spending out of income. If this 
course proves insufficient, however, the govern- 
ment itself must be willing to borrow, either for 
the creation of new social capital or for the pur- 
pose of meeting deliberately incurred deficits in 
the revenue budget. However, if effective de- 
mand were to become excessive and if Britain 
were threatened by inflationary forces, the 
government would have to reduce demand by 
discouraging private spending and by deliber- 
ately budgeting for a revenue surplus. 

Two great defects of the system of free en- 
terprise, in Morgan’s opinion, have been unem- 
ployment and unnecessary inequalities of 


wealth. By controlling the level of effective de- 
mand, the state can maintain a high and stable 
level of employment. By maintaining the pres- 


ent high rates of taxation on unearned and in- 
herited wealth, the government can largely elim- 
inate these irregularities, which are not justified 
because of their promotion of efficiency. 

The British experiment with the control of 
unemployment and the proposals offered by this 
and other books to endow the experiment with 
success deserve consideration by all intelligent 
Americans. The volume under review advances 
the discussion of the elimination of unemploy- 
ment and presents a summarization of prevail- 
ing British opinion on the main disease afflict- 
ing the modern economy 

Mary E. Murpuy 
Hunter College 


Gross Product of Puerto Rico, 1940-44. By 
DANIEL CREAMER and Henrietta L. 
CREAMER. Rio Piedras, Puerto Rico: Edi- 
torial Universitaria, University of Puerto 
Rico, 1948. Pp. 79. $0.50. 

Balance of External Payments of Puerto Rico, 
1042-40. By Rospert L. Sammons and 
BELEN H. Cestero. Rio Piedras, Puerto 
Rico: Editorial Universitaria, University of 
Puerto Rico, 1948. Pp. 64. $0.50. 


These reports, together with Daniel Cream- 
er’s earlier study of The Net Income of the Puerto 
Rican Economy, 1940-1944, give a detailed and 
rounded picture of the economic activity of this 
island outpost of the United States, in both its 
internal and external aspects, during a signifi- 
cant period in the island’s economic develop- 
ment. 

It was during the years covered by these re- 
ports, when the “New Deal” in the United 
States was increasingly becoming a war casu- 
alty, that Puerto Rico embarked on a “New 
Deal” of its own. In 1940, the people of this 
small (one hundred miles long by thirty-five 
miles wide) mountainous island, with its meager 
natural resources, a one-crop agriculture, little 
industry, and with one of the highest rates of 
population increase in the entire world, voted 
into power a new political party dedicated to a 
program of economic reform and development 
With the solid backing of the people—the Pop- 
ular Democratic party won sweeping victories 
at the polls in the 1944 and 1948 elections—the 
government undertook a bioad-gauge program 
to foster industry, to diversify agriculture, to 
increase the levels of education and technical 
training, and to introduce a greater element of 
distributive justice. 

Characteristic of this intelligent effort at 
planned economic development was the estab- 
lishment of a Social Science Research Center 
at the University of Puerto Rico to study the 
social and economic problems and to provide 
basic factual materials as a foundation for the 
making and administering of public policy. The 
two reports under review are among the series of 
studies, involving an intensive examination of 
the insular economy, which have been sponsored 
by the Center. 

Directed by statisticians of established repu- 
tation, these studies indicate technical com- 
petence of a high order. They also display a good 
deal of common sense as well as imagination in 
bridging the gaps in the available statistical in- 
formation. The estimates conform conceptually 
to the gross-product and balance-of-payments 
measurements of the United States Department 
of Commerce. In fact, Robert Sammons is chief 
of the Department’s International Economics 
Division in the Office of Business Economics, 
and Daniel Creamer was formerly on the staff 
of the Department’s Division of National In- 
come. 

The reports indicate that the island has a 
long way to go to achieve economic health and 
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adequate levels of living. The economy, it is 
shown, has developed an uncomfortable de- 
pendence on federal grants and expenditures; 
both savings and new capital-formation have 
been extremely limited; the propensity to im- 
port is high; there is reluctance on the part of 
private capital to venture into new manufactur- 
ing enterprises—the industrialization program 
is still dependent on government initiative and 
the attraction of venture capital from the main- 
land; prices have risen higher and faster than 
they have in the United States. But the reports 
also highlight the fact that important gains have 
been made. During the war years, Puerto Rico 
was able to repay debt and build up sizable re- 
serves in the form of United States government 
bonds, currency, bank balances, and other ex- 
ternal assets. The insular income has increased 
substantially, and important new sources of in- 
come and employment have been developed. 
In general, Puerto Rico has made significant ad- 
vances in broadening and strengthening its 
economy. 

Harvey S. PERLOFF 
University of Chicago 


Local Labor Market Research. A Case Study: The 
St. Paul Project of the Employment Stabiliza- 
tion Research Institute, 1940-1942. Minne- 
apolis: University of Minnesota Press, 1948. 
Pp. xviit+ 226. $3.50. 


This study is one of the results of a number of 
investigations undertaken by the University of 
Minnesota at the suggestion of a “Mayor’s 
Committee,” which was puzzled by the fact that 
relief expenditures in the city of St. Paul re- 
mained at a high level during a time of increas- 
ing employment. The same has been true in 
other labor markets. Accordingly, the study is 
of more than merely local significance. It is a 
thorough inquiry into a complex problem of 
general importance, namely, the relationship 
between unemployment and relief. Beyond 
that, it is a treatise on labor-market research 
and its techniques. 

The authors take the position that possibly 
too much of the effort devoted to labor-market 
research has emphasized gross, nation-wide 
effects and results and that too little research 
has been directed at the phenomena of individ- 
ual markets. They suggest that better results 
could be achieved by examining the actual con- 


ditions in local markets and drawing general 
conclusions from the results of such inquiries 
than by basing appraisals upon conclusions that 
may be inferred from aggregative summaries of 
many diverse markets and that may be typical 
of none of them. 

An outstanding feature of the study is its 
emphasis on methodology and procedures which 
the research staff developed and tested in the 
course of the undertaking. Most readers prob- 
ably would agree with the authors that this em- 
phasis is perfectly justified, not only because 
methodological problems are among the most 
serious to be faced by those working in the field, 
but also because knowledge of the experience 
made with old and new methods in the St. Paul 
research may be at least as significant for sim- 
ilar studies elsewhere as the actual findings of 
the inquiry. 

The single chapters of the book deal with 
subjects such as the limitations of available la- 
bor-market reports and the difficulties encoun- 
tered in studying a typical labor market in the 
absence of reliable data; attempts made by the 
research staff to improve existing labor-market 
reports, particularly those provided by the 
United States Bureau of Labor Statistics; the 
measurement of local labor supplies on a con- 
tinuing basis through the use of a monthly 
sampling survey; methods for appraising fric- 
tions in the local labor-marketing process, 
which prevent suppliers of labor services and 
unfilled jobs from getting together; efforts to 
discover what determines the demand for labor 
—that is, how much of any service will be 
sought, how many people will have job oppor- 
tunities, at what price, in what industries, and 
for how many hours per week; relief policies, 
budgets, statistics; and causes of social and 
economic inadequacies, as well as methods of 
dealing with the human side of labor-market 
maladjustments. The possibilities for general 
application of the research staff’s experience 
and findings are carefully pointed out. 

In view of the fairly representative charac- 
ter of the St. Paul labor market, the study is an 
interesting and instructive laboratory test of 
quite a number of typical labor-market phe- 
nomena. It is regrettable that the findings are 
incomplete because the war and cessation of 
financial support made it impossible to carry all 
phases of the research project through to the 
end. Nevertheless, the study contains so much 
significant methodological and other material as 
to make it a useful tool for those who do local 
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labor-market research. Comprehensive bibliog- 
raphies at the end of each chapter enhance its 
value. 

KurT BRAUN 


The Brookings Institution 
Washington, D. C. 


Cotton Textile Wages in the United States and 
Great Britain. By ROLAND GrBson. New 
York: King’s Crown Press, 1948. Pp. ix+ 
137. $2.50. 


In this study the author presents a statistical 
analysis of wage trends in the cotton-textile in- 
dustry in the United States and Great Britain 
between 1860 and 1945. This analysis deals not 
only with actual wage rates but also with real 
wages, regional differentials, differentials in the 
wage structure as between skilled and un- 
skilled workers, and with labor productivity. 
He concludes that the British textile worker is 
worse off financially than his American coun- 
terpart. 


Even more interesting than Dr. Gibson’s in- 
teresting presentation of already published sta- 


tistical data is his analysis of what he has found. 
The reason for the greater increase in hourly 
earnings for textile workers in this country is 
that labor productivity here has increased faster 
than in Great Britain. Low productivity in 
Great Britain has been caused, in part at least, 
by the continued use of antiquated machinery. 
The automatic loom, for example—now stand- 
ard equipment in textile mills in this country— 
in 1937 was still a novelty in Great Britain. 
This fact leads the author to conclude that 
management serves not only its own best inter- 
ests but also the best interests of its employees 
and of the public by improving its productive 
equipment. Such a conciusion is neither new nor 
startling, but the statement of an economic 
principle is here supported by empirical data. 
Gibson also feels that trade-unions in Eng- 
land have kept productivity—and, therefore, 
wages—-low. Unions, which are strongly in- 
trenched in Great Britain, have used their 
strength to fight both the introduction of labor- 
saving machinery as well as better organization 
of the working force and increased work loads. 
In the United States, on the other hand, trade- 
unionism in the cotton-textile industry has until 


recently been weak, thus leaving management a 
free hand to introduce new machinery and to 
use the working force more effectively. The 
natural conclusion, of course, is that “labor un- 
ions imperil the long-run status of their own 
members” and of society “by placing obstacles 
in the way of the installation of labor-saving de- 
vices and the improvement of other methods of 
production” (p. g1). Again the conclusion is 
neither new nor startling, but again an eco- 
nomic principle is supported with actual case 
material. 

The author has relegated to the several ap- 
pendixes descriptions of certain statistical pro- 
cedures he has used in the main part of the vol- 
ume. Most interesting is Appendix II, in which he 
attempts to place a dollar value upon payments- 
in-kind. This Appendix is full of guesses, some of 
which seem farfetched. For example, Gibson 
quotes Herbert Lahne’s study of the textile in- 
dustry to the effect that in 1938 in the South 
“about 27 per cent of the workers were em- 
plyyed by mills which operated company 
stores.” From this figure and from other esti- 
mates Gibson calculates a figure for overcharge 
which he deducts from the savings credited be- 
cause of low rents and fuel costs given southern 
workers by their employers. Such an analysis is 
an interesting exercise, but its value is other- 
wise doubtful. Although Gibson obviously rec- 
ognizes the limitations of his analysis, future 
writers on the textile industry will undoubtedly 
pick up his figures without remembering their 
limitations and will solemnly assure us that 
these are the facts. To estimate overcharges in 
company stores, the author cites an NRA study 
based upon only two samples of food costs in 
South Carolina. When Lahne estimates that 27 
per cent of the workers were employed by mills 
which operated company stores, Gibson assumes 
that, if the mill operated a company store, the 
workers traded there and were overcharged 
3 per cent. Fortunately, the author has put this 
analysis in an appendix. 

Nevertheless, the book is good in its presenta- 
tion of facts and cases which help to verify 
economic theory. The story of what happened to 
the textile industry in England may presage 
what might happen to the industry in New 
England. The author does not prophesy, but 
such a conclusion can be drawn from his presen- 
tation. 

FRANK T. DE VYVER 
Duke University 
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Labor in Norway. By Watrer GALENSON. 
(“Wertheim Fellowship Publications.””) Cam- 
bridge, Mass.: Harvard University Press, 
1949. Pp. xxi+373. $5.00. 


Students of labor relations are heavily in- 
debted to the author of this study of organized 
labor in Norway. The work is rewarding as an 
end in itself, since it forms a welcome addition 
to the list of authoritative analyses of labor 
economics in individual countries or industries. 
Beyond this, however, it represents also an im- 
portant contribution to our understanding of 
labor problems and achievements abroad—a 
field which, unti! recently, has attracted far too 
little attention frorn American economists. As 
another volume of the “Wertheim Fellowship 
Publications,” it extends materially the insight 
into the Scandinavian scene which was pro- 
vided by Paul H. Norgren’s study of “The 
Swedish Collective Bargaining System,” pub- 
lished under the same auspices in 1941. 

The major outline of the book presents a log- 
ical course of development. The first chapters 
are concerned with the background and growth 
of the trade-union movement and of the political 
labor movement, as well as with the organiza- 
tion, for collective-bargaining purposes, of em- 
ployers and foremen. American readers will be 


particularly interested to learn that the ideology 
of Norwegian labor was significantly influenced 
by certain concepts acquired in the United 


States and carried back to “the old country 
by returned emigrants. 

These early chapters are followed by a de- 
scriptive and interpretative analysis of the 
framework of collective bargaining, with special 
reference to the period between World Wars I 
and II. Attention is directed, quite properly, to 
the spirit, as well as the mechanism, of this 
framework; and the reader is carried through an 
examination of the various types of government 
intervention, the wage and nonwage provisions 
of collective agreements, the interplay of eco- 
nomic and political considerations, the gradual 
substitution of compromise and accommodation 
for turbulence and animosity, and the develop- 
ment of strongly centralized bargaining ma- 
chinery on both sides. 

The experiences of World War II are re- 
ferred to but briefly, since collective bargaining, 
in any meaningful sense of the term, was virtu- 
ally blacked out during those years. The pattern 
of the postwar economic structure, however, is 


described with care. Special emphasis is placed 
upon the legacy of wartime labor problems and 
controls, the insistent pressure of national eco- 
nomic needs and policies, and the responsibili- 
ties and challenges faced by trade-unions under 
a Labor government of their own making. 

This last line of inquiry is the most intriguing 
of all. It considers the position and prospects of 
trade-union members whose elected officers be- 
came national party chieftains and high-ranking 
government officials, responsible for formulating 
and implementing national and international 
policies which far transcend the immediate in 
terests of their trade-union constituents. Can 
the frictions and tensions of such conflicting re- 
lationships be surmounted or reconciled through 
reference to a “higher good”? The answer must 
be awaited with patience; but it a favorable out- 
come is possible anywhere, it should come in a 
country such as Norway. Norway’s advantages 
include a small, homogeneous population, a 
long tradition of local self-reliance, the general 
acceptance of the worth and dignity of the indi 
vidual, and a high level of economic literacy. 
There is also a strikingly successful record of 
compulsory mediation (though compulsory ar- 
bitration has not fared so well, and conciliation 
is seldom needed). Further helpful develop- 
ments are found in the subsidence of the earlier 
left-wing truculence and the weakness of the So- 
viet-dominated Communist group, with its di- 
vided loyalties. Finally, the long history of cen- 
tralized, industry-wide bargaining by trusted 
and respected representatives of both sides 
makes for disciplined and carefully considered 
action. 

The author wisely refrains, however, from 
either prophecy or overoptimism; and he is 
properly wary of any sweeping claims concern- 
ing the extent to which the lessons of Norwegian 
experience can be learned and applied in other 
countries, particularly England and the United 
States. When it is recalled that the total pop- 
ulation of Norway is something less than that of 
the city of Chicago and that the national trade- 
union membership is little more than half that 
of such single American giants as the Automo- 
bile Workers or the Steel Workers, it is obvious 
that the “carry-over value” of Norwegian suc- 
cesses must be considered with care. 

Translations, always important in a work of 
this character, were made entirely by the author 
himself; and his idiomatic English avoids the 
“heavy going” which so often characterizes 
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translated documentary material. In one re- 
spect, however, he has invited serious criticism: 
he has surprisingly little to say about maritime 
labor. This almost universal neglect is perhaps 
understandable on the part of students of the 
American scene; but in dealing with a country 
such as Norway, with its strategic merchant 
marine and its vital fishing and whaling fleets, 
it seems neither understandable nor justifiable. 


Extmo P. HoHMAN 
Northwestern University 


Financing Canadian Government. By A. E. 
Buck. Chicago: Public Administration Serv- 
ice, 1949. Pp. xi+-367. $5.00. 


The Canadian Bureaucracy. By TAYLOR COLE. 
Durham, N.C.: Duke University Press, 1940. 
Pp. ix+ 292. $5.00. 

Two good books in one year on government 
in Canada is somewhat of an event. They ap- 
pear at a time when serious students in political 
science are critically weighing the survival 
values of forms and techniques of government. 
Comparisons can be of great value between 
countries as closely related as the United States 
and Canada. Here is where these two scholarly 
books offer their main usefulness. 

The titles of these books can mislead. A. E 
Buck’s Financing Canadian Government may 
suggest to some the study of how money has 
been found to pay the bill for government in 
Canada, by what kinds of taxes and to what de- 
gree by borrowing. True, a few pages are devot- 
ed to this analysis, but this is merely incidental 
to the main study. The Canadian Bureaucracy, 
chosen as a title by Taylor Cole, may imply the 
prospect of sinister revelation. In his Preface, 
Mr. Cole hastens to make it clear, however, that 
the term “bureaucracy” is not used with “in- 
vicious connotations.” 

These works are, in a sense, complementary. 
Buck’s concentrates on finance in its broad as- 
pects, tells of the federal structure, the govern- 
mental departments and agencies concerned 
with finance, how budgets are formulated, par- 
liamentary procedure in financial matters, the 
auditing of accounts, Dominion-provincial fi- 
nancial relations, and Canada’s wartime finan- 
cial and economic controls. Cole’s study follows 
with a description of the civil service that, under 
direction of political government, administers 
the system. He deals with agencies exercising 


control over public employees, employment con- 
ditions, employment problems, the part played 
by employee organizations, and the special po- 
sition of employees of Crown corporations and 
other government agencies. Both books are 
loaded with facts. They are typical products of 
American academic research techniques; they 
are “machine made,” and all too rarely do the 
brains of the authors break through with opin- 
ions and arguments. Conclusions, as a rule, are 
timidly expressed. 

For those who are disinclined to follow Buck 
through all the details of government organiza- 
tion and procedures in Canada, there is other 
fare of more general and timely interest in Fi- 
nancing Government in Canada. For example, 
Buck has told well the story of war finance and 
controls in Canada. A journalist, of course, 
could have made the story more dramatic, but 
the amazing facts are there to be appreciated. 
Those interested particularly in the develop- 
ment of budget philosophy from the prewar pe- 
riod, when the whole duty of a treasurer was a 
balanced budget—no more and no less—to the 
present-day sophistication in this field will find 
Canadian experience a good case study. 

Many readers of Buck’s book will get their 
money’s worth out of chapter x alone. It deals 
with Dominion-,  vincial fiscal relations and 
records the sequence of events leading up to the 
present tax-rental agreements between the Do- 
minion and seven of the ten provinces. (Discus- 
sions with Newfoundland are proceeding at the 
present time.) Whether the pattern established 
in Canada will prove helpful in solving the fed- 
eral-state conflicts in the fields of taxation and 
services will be open to some argument. An in- 
teresting point is whether, assuming there were 
only ten state governments to be dealt with in 
the United States instead of forty-eight, the 
form of government in the United States would 
allow agreements to be negotiated in the same 
manner as they were arrived at in Canada. Pos- 
sibly this method of securing agreement is pos- 
sible only under a parliamentary form of gov- 
ernment. Buck does not attempt to deal with 
this sort of question; nor does he specifically 
throw out questions of this sort as suggestive 
items for study by those who follow him in this 
field. However, his book will be a good starting 
point for further analyses. 

Taylor Cole’s twelve-page chapter of conclu- 
sions following ten chapters of reporting on 
“major personnel trends and developments in- 
volving federal and provincial employees during 
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a recent decade” would make a good article for 
a periodical. This, of course, is not to imply that 
the specialist in civil service matters can afford 
to neglect the main body of the book. The read- 
er must be prepared to be distracted by frequent 
and voluminous footnotes. There are 733 of 
them—it is that kind of book. 

This book will raise no major controversies. 
Certainly, it settles none, although it mentions 
some. The Civil Service Commission and the 
Treasury Board (a permanent committee of 
cabinet ministers) are brought into the ring and 
introduced as contenders for the power of con- 
trol over establishments and personnel. A deci- 
sion in favor of the Treasury. Board would leave 
the Civil Service Com: ission with functions re- 
duced primarily to those of recruiting and ap- 
pointment. 

Employees of Crown corporations are dealt 
with by Cole as part of the Canadian bureaucra- 
cy. So, also, are those of provincial commercial 
enterprises. Public school teachers are given a 
chapter. About a third of the book is devoted to 
these three groups. It will seem to some as if 
this section slips out from under the title and 
could easily have been omitted without impair- 
ing the main study. At least, it would have been 
useful to have some penetrating discussion of 
where lines should be drawn for purposes of 
study of special civil service problems. 


A. KENNETH EATON 
Department of Finance 
Ottawa, C anada 


Our Farm Program and Foreign Trade—a Con- 
flict of National Policies. By C. AppIson 
Hickman. New York: Council on Foreign 
Relations, 1949. Pp. xii+ 108. $2.00. 

This study focuses on the conflict between 
the price-support programs operated by the De- 
partment of Agriculture and the liberal-trade 
policy sponsored by the Department of State. 
Professor Hickman explores both the means by 
which policy is implemented and the goals or 
ends to which these means are directed. He finds 
little necessary conflict between the ultimate 
goals but considerable conflict between the 
means as presently executed. 

This little book is divided into nine chapters. 
The first chapter poses the obvious conflicts be- 
tween agricultural price-support programs and 
efforts to free international trade from stultify- 


ing tarifis, quotas, and other restrictive meas- 
ures. Hickman points out that a high level of 
agricultural price supports leads to (1) export 
subsidies, (2) quotas on imports to protect the 
government support program from an influx of 
imports, and (3) a logical inconsistency which 
foreign nations can use to defend similar meas- 
ures in their own policy. 

Chapters ii-vi discuss the development of 
agricultural policy since the Great Depression, 
the role of agriculture in the national and inter- 
national economy, and the general problems of 
American agriculture. In chapter vii Hickman 
discusses alternative programs for implementing 
farm policy, including the 1948 Agricultural 
Act, the Brannan Plan, and other more aca- 
demic proposals (but not including the current 
[September, 1949] Anderson compromise). Em- 
phasis is properly given to the need for a high 
level of income and employment and the out- 
movement of population from agriculture. 

Chapter viii discusses trade policy, with con- 
siderable emphasis on international commodity 
agreements. Hickman concludes that they 
might be part of either a nationalistic trade 
policy or a realistic part-way point in moving 
toward a freer trade policy. They are neither 
damned nor given a clean bill of health. 

In the final chapter the author draws three 
conclusions (p. 102) which form the core of his 
thought 


First: Farm policy which aims at long-run adjust - 
ment, through such measures as soil conservation, 
reallocation of resources, expansion of consumption 
and higher levels of nutrition, does not conflict with 
a trade policy devoted to international! cooperation. 


Second: There is no necessary clash between a 
farm policy which aims at income parity and a lib- 
eral trade policy 

Third: There is likely to be a serious conflict be- 
tween a farm policy that is preoccupied with prices 
as supreme goals and a trade policy aiming at ex- 
panded world trade, for, when prices as such are the 
goals, market intervention is inevitable. 


Two minor general comments seem appro 
priate. First, Hickman deals with price-support 
programs as if they were fully effective in es- 
tablishing the support price as the market price. 
Yet recent experience as well as that of the Fed- 
eral Farm Board shows that in many cases the 
actual price is below the support price. Thus 
much corn was sold last year in the corn belt at 
around a dollar per bushel, while the support 
price was above $1.40. In other cases, such as 
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cotton and tobacco, support prices have been 
more effective, and the conflict which Hickman 
point out is a real issues. 

Second, Secretary Brannan’s recent proposal 
is treated fairly kindly, although Hickman does 
recognize fully the dangers of a very high in- 
come-support level. He seems to agree that pro- 
duction controls would, in fact, be a last line of 
defense of farm prices. To this reviewer it ap- 
pears that direct payments and a high level of 
supports will make production control a first 
line of defense in order to keep prices up and the 
cost to the Treasury from soaring. If this is true, 
then the Brannan Plan would provide for great- 
er, rather than less, conflict with the goals of 
trade pe ylicy. 

The book is a fine presentation of the prob- 


lem of conflicting programs of two separate 
units of our complex administrative machinery. 
It provides a needed service in bringing together 
in one place ideas which have been presented in 
separate books and journal articles. But wheth- 
er the conflicts in trade policy can actually be 
resolved by modifying the methods of the pro- 
grams remains an open question. Hickman’s 
suggestions are technically perfectly feasible, 
but by the time such proposals are enacted into 
law they may be so modified that the existing 
conflict of means will be continued. Agricultural 
programs will continue to be profoundly influ- 
enced by political considerations. 


LAWRENCE W. WITT 
Michigan State College 
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for Economic Developrunt Nesearch Study. 175 pages, $2.75. 
Tu this study the author locks at the imniediate requirements of monetary policy in relatic: to 
the maintenance of high :tible production and emloynient. He discusses possible action that 
can and should be taken /5 the monetary authorities to restrain inflationary rises and to lore- 
stall o halt an abrupt revirsal, and the effectiveness of these movements. Dr, Goldenwuiser 
evaluates the position of the tet system in relation tu these objectives in thi: conditions, 
domestic and world-wide, t)iat ; today and may be anticiputed for several years ahead. 
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SERVICE THAT NEVER SLEEPS .. .Whatevet! ihe need |e the 
hour, the telephone is on the job-- ready to take you where you want /to Rt 
quickly and dependably. Telephone tervice is one of the few services evnilable 


twenty-four hours a day—weekdays, Sundays and holidnys. Yet 
the cost is smal! — within reach of all... Bell Telephone System. ) 





